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Making Friends 
I A M resolved that of each person with 
whom my daily life brings me in con-
tact I will endeavor to make a friend." 
Attribute this philosophy to whomever one 
may, it will not be found unworthy. Plato, 
Roosevelt, or plain Henry Jenkins from the 
innermost recesses of the backwoods, may 
have said it and lived it with equal satis-
faction. 
Plato may have regarded friendship as 
an instrument for increasing his influence 
in furthering human improvement. Roose-
velt may have sought wide friendship as a 
means to enlarged political or other power. 
Jenkins may aspire to friendship because 
he is naturally sociable and loves his 
fellowmen. 
Now Jenkins may typify the present-day 
practising public accountant. This sug-
gestion, however, is much too naive. 
Modern society is too sagacious to be thus 
led astray. It seeks constantly for motives. 
Even a hinted discussion of friendship in 
relation to accountancy is a signal to the 
mental mechanism to begin on a search for 
the motive. The process is a short one— 
cultivation of friendship; ergo, increased 
practice. The conclusion is obvious, alike 
to the cynical and the credulous. 
But there is friendship and friendship. 
One kind of friend lends money on request; 
another listens patiently to a recital of 
personal woes and troubles. Business 
friendship is more likely to be based on 
regard and admiration for punctilious 
attention to business matters, scholarly 
thought concerning, and treatment of, 
business problems and high moral concep-
tions of business responsibilities. 
The making of friends is an important 
factor in the success of a public accountant. 
A pleasant smile, a hearty and genuine 
hand-shake, courtesy, and consideration 
for others, generate and continue good-will. 
And good-will, in legal verbiage, is "of the 
essence." But good-will in accountancy is 
founded on something more than affability, 
namely, the rock of professional accom-
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plishment. Personal friendships of years' 
standing have been swept away by a few 
hours of unsatisfactory work. 
In this month of resolutions, every public 
accountant may well resolve, "I will strive 
constantly to make a friend of every person 
with whom I come in contact, but if out of 
friendships so established shall come oppor-
tunity for professional service, I pledge my 
'life,' 'fortune,' and 'sacred honor' that 
I will leave nothing undone to accord 
complete satisfaction." 
Detecting Irregularities 
W OULD a public accountant who made an audit and failed to dis-
cover irregularities through which $2,500 
had been abstracted from the client's funds 
be open to criticism? He would. If he 
failed to find a wrong costing method which 
was speeding the concern on to bankruptcy, 
would he be equally censurable? He 
would. 
In the first instance the damage to his 
reputation would be considerable. No one 
can say how much. In some such cases 
there might be mitigating circumstances; 
or circumstances beyond the control of the 
accountant. But in the eyes of the public 
he would, in all probability, be roundly 
blamed. 
In the second instance, the chances are 
that nothing would ever be heard ,of the 
defect in cost-finding methods, at least, 
not until a receiver had been appointed. 
And there would be plenty of persons who 
would contend strenuously that an auditor 
is not expected to discover deep-seated 
defects in a cost accounting system. Gen-
erally speaking, this would be the attitude 
of the public. 
The up-bringing of the public is re-
sponsible for the attitude in each instance. 
The press has regaled the public with 
stories of irregularities. The popular con-
ception of auditing is that it discovers 
irregularities. Here and there may come 
a faint ray of true conception as to the 
proper functions of an auditor. By and 
large he is regarded as a detector and dis-
coverer of any and all stealings, irrespec-
tive of their size. He has not yet been 
broadly credited with skill in detecting 
mistakes of policy and procedure and 
charged with the responsibility of passing 
judgment on these matters as they are 
revealed by a study of the accounts. 
Too much importance is undoubtedly 
attached by the general public to the effec-
tiveness of the audit process in detecting 
fiduciary lapses. By the same token too 
much in this respect is expected of public 
accountants in connection with the ordi-
nary audit engagement. Wherein lies the 
wisdom of devoting ten days to the discov-
ery of minor peculations when the same 
space of time, utilized in other directions, 
would have resulted in findings worth 
thousands, perhaps hundreds of thousands 
of dollars, to the client? The amount of 
time necessary to discover shortages many 
times is entirely out of proportion to the 
amount discovered. Think of the hours 
employed in search which have resulted in 
the discovery of no irregularities whatso-
ever. But think also of the ignominy 
attaching to an auditor where a shortage 
exists and is not discovered by the auditor. 
A change in audit procedure relative to 
checking fiduciary integrity seems to be 
indicated. The matter is a ticklish one, 
so to speak. The methods used must be 
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those which will suffer no time to be wasted 
on useless cash work which might be em-
ployed to better advantage in reviewing 
bigger questions. At the same time no 
fiduciary lapse of recognized size may be 
permitted to go undiscovered. The public 
conception of auditing demands that if 
nothing more. 
In considering more effective procedure 
in the detection of irregularities, it be-
hooves the accountant to give thought to 
the various ways in which funds may be 
taken, how such abstractions may be cov-
ered up, and how the abstractions with 
their coverings may be disclosed. With 
this generalization in mind, nothing will 
produce good results quite so quickly as a 
study of each engagement involving a re-
view of the accounts with the object of 
checking fiduciary integrity. In one case 
the system of internal check may be so 
well planned and operated that very little 
time need be given to detailed auditing. 
In another case the amount entrusted to 
an employe at any one time may be so 
small that if he put the cash box in his 
pocket and walked out with it the relative 
effect would be negligible. Again, how-
ever, the cash, bank accounts, securities, 
customers' notes, suspended accounts, 
bank borrowings, etc., may be all, or in 
part, in the control of one individual 
where manipulation is thus encouraged 
and facilitated and large stealings possible 
without detection for some length of time. 
It is not practicable to lay down hard 
and fast rules which will fit all cases. It 
is possible, after studying sufficiently any 
given case, to decide on procedure which 
will fit that case. The test of efficiency is 
that no time has been wasted and any 
irregularities which existed have been 
discovered. The public is not so particu-
lar about the former. It will brook no 
shortcomings, pardon no offenses, and 
accept no excuses with respect to the latter. 
Auditing Inventories 
INVENTORIES are perhaps the most 
uncertain element of the balance sheet. 
For that reason their verification demands 
the exercise of practical judgment and 
vision to a greater degree than is usually 
required with respect to most of the other 
assets. It may be said that practical 
business judgment and thorough compre-
hension of the significance of accounts are 
essential features of the technical skill 
required in all auditing, but there is an 
undeniable tendency to let whatever ability 
the accountant may possess along those 
lines lie dormant until the occasion for its 
application is recognized as having arisen. 
Some auditing processes are known to 
demand the fullest possible application of 
all the accountant's ability, and there are 
others where, rightly or wrongly, the work 
is regarded as clerical and therefore requir-
ing only routine consideration. 
The verification of inventories is one of 
the best examples that can be cited of 
auditing work calling for the utmost pos-
sible exercise of the higher class of account-
ing ability, but very often it is relegated to 
the minor position of mechanical routine. 
To be sure, certain parts of the work are 
clerical, but the tendency is to limit the 
auditing to that feature and overlook the 
larger aspects. 
It is not intended to discuss at this time 
the detail procedure of verifying an inven-
tory, but rather to point out some desirable 
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features of auditing that are concerned less 
with the detailed verification of computa-
tions, or even prices, than with the effect of 
the application of the inventory upon the 
results of operations. The purpose of in-
vestigation in this direction is to supple-
ment the detailed verification of the inven-
tory submitted by the client with a view to 
determining, as nearly as practicable and 
along broad lines, whether or not the in-
ventory is reasonably correct in total, and 
in connection therewith to discover, if 
possible, the existence and effect of any 
unusual influences upon costs. 
Complete verification of an inventory 
by the auditor—involving the three fea-
tures of quantities, prices, and computa-
tions—leaves nothing else to be done so far 
as the determination of the asset value is 
concerned, although even then some analyt-
ical study of the results of operations as 
affected by the inventories may disclose 
information of great interest and value to 
the client. It is, however, unusual for 
the auditor to make such a complete veri-
fication of an inventory. The quantities 
are comparatively seldom verified and it is 
often extremely difficult, and sometimes 
impossible, to substantiate prices to the 
entire satisfaction of the accountant. 
Even with respect to quantities, how-
ever, the accountant is seldom barred from 
exercising his resourcefulness. The fact 
that an engagement is limited in scope so 
that the accountant is relieved from re-
sponsibility for the quantitative feature of 
the inventory does not necessarily preclude 
testing the quantities by physical inspec-
tion—even, in some cases, at a consider-
ably later date. 
Further, there are many cases where the 
accuracy, or at least reasonableness, of 
quantities shown in a physical inventory 
may be determined by comparison with 
constructive inventories based upon pur-
chases and sales. These may be main-
tained by the client or compiled by the 
accountant; the later will, however, seldom 
be done unless the merchandise dealt in is 
uniform and may be expressed in terms of 
a single unit, e.g., bushels of grain, bales of 
cotton, pounds of sugar, and machines of a 
certain type. 
With regard to the inclusion in the in-
ventory of obsolete or unsalable goods, 
there are very few cases where the account-
ant cannot obtain reasonable satisfaction 
by inspection or by inquiry of the proper 
persons. 
As to prices, there can be no situation 
where diligent effort will fail to disclose 
some means of proof or disproof. The 
proof may be on the broadest of lines, that 
is, it may consist of a small part of definite 
verification and a large part of belief, based 
upon such verification and the attendant 
conditions, that an intelligent and honest 
effort has been made to determine proper 
values. 
Inventory prices are arrived at by some 
human agency, and it is very seldom that 
what is done by one person cannot be 
followed by another. Even though one 
individual were to compute the prices upon 
the basis of estimates, and destroy his 
computations, he should be able to repeat 
the process in the presence of the account-
ant as to a sufficient number of items to 
substantiate the greater part of the inven-
tory valuation and enable the auditor to 
form an opinion regarding the general 
propriety of the remainder. 
Dismissing the specific features of quan-
tities and prices, we come to the major 
purpose of this article, which concerns the 
general review of inventories in relation to 
their effect upon the operations. It is not 
intended to discuss the relation of the in-
ventories to other assets, to the capital 
invested, or to the volume of sales, with a 
view to determining whether the concern is 
overstocked or understocked, important as 
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that is in many cases, but merely to bring 
out some possibilities of procedure in con-
nection with the propriety of the inventory 
itself. 
The effect of the application of inven-
tories is reflected primarily in the cost of 
goods sold. Cost, however, usually means 
little except as compared with the proceeds 
of sales. There is only one condition where 
cost of itself is interesting in connection 
with the subject under discussion, and that 
is where the merchandise dealt in is uni-
form, or approximately so, and unit or 
average costs may be computed. 
When this condition exists, it may well 
be worth the effort to compare the unit or 
average costs resulting from the application 
of the inventory with the costs for previous 
periods. If the costs for the current period 
are appreciably less than for prior periods, 
the inventory may be overvalued or there 
may be other causes, but it is incumbent 
upon the accountant to learn the reason. 
Conversely, a considerable increase in costs 
for the current period indicates the neces-
sity of investigation to determine whether 
the inventory is undervalued or there are 
other legitimate reasons. 
Before proceeding further it may be well 
to point out that, regardless of the basis of 
inventory valuation, the result of operation 
at cost should always be determined; in 
other words, the cost of the merchandise 
on hand should be computed, whether or not 
the inventory is adjusted in accordance 
with market values. Only in this way can 
the actual cost of goods sold be ascertained; 
otherwise, the so-called cost of goods sold 
is affected by revaluation of the goods 
unsold. 
As previously intimated, the accuracy of 
the cost of goods sold resulting from the 
application of the inventory can in most 
cases be gauged only in its relation to the 
sales. The principal matter for considera-
tion is, therefore, the ratio of cost to sales, 
or of gross profit to sales. In the absence 
of extraordinary conditions the percentage 
of gross profit should be approximately 
uniform from year to year. 
In any investigation of cost or gross 
profit full consideration should be given to 
the possible effect of any abnormal or 
changed conditions in industry generally 
and in the specific business particularly. 
Examples of such conditions are: increased 
or decreased volume of production or sales 
(as to quantities), a rising or falling pur-
chase or sale market, disturbed labor or 
transportation conditions, and inadequate 
physical control over goods as a safeguard 
against theft. 
A material change in the volume of busi-
ness will affect the costs whenever overhead 
expenses enter into cost; this applies par-
ticularly to manufacturing concerns. A 
general change in the price level may or 
may not have an appreciable effect upon 
the percentage of gross profit, depending 
upon whether or not sale prices can be and 
are adjusted to conform to changing costs. 
Sometimes one or more influences such 
as these are so disturbing to the operations 
that their effect upon the gross profit can-
not even be approximated; in fact there 
may have been so many influences at work 
at different times during the period, possibly 
some favorable and some adverse, that it 
would be utterly impracticable to attempt 
to draw any conclusions as to their effect. 
Such involved situations are, however, 
rare, especially now that industry has 
largely recovered from the abnormalities 
of the war period and general stability has 
been restored. 
There are probably few cases at present 
where a comparatively short study and 
well directed inquiries will fail to reveal the 
existence and approximate effect of any 
conditions which have had a marked bear-
ing upon the gross profit for a current 
period of not to exceed a year. 
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Subject to the possible effect of such 
conditions as have been cited, the percent-
age of gross profit resulting from the appli-
cation of the inventory should be reason-
ably consistent with the experience of 
prior periods—considering, of course, the 
possibility of the prior operations being 
also affected by extraordinary influences. 
Any considerable disparity in the operating 
ratios which is not otherwise explained 
must be due to error in the inventory at 
either the end or the beginning of the 
period—assuming, of course, that the sales 
and purchases have been found to be 
correctly stated. 
In such a situation, if the inventory at 
the beginning of the period has not been 
previously verified it should be examined 
along broad lines and comparisons should 
be made of the larger items thereof with 
the corresponding items of the inventory 
at the end, in respect of both quantities 
and prices. If it appears after such ex-
amination that the inventory at the be-
ginning is substantially correct there is 
nothing left to do but subject the inven-
tory at the end to the most detailed ex-
amination practicable and possibly to obtain 
a certificate as to the accuracy of the 
inventory from responsible officials. Fail-
ing any satisfactory explanation of an 
apparent overstatement or understatement 
of the inventory, the matter should be 
commented upon at length in the report. 
More About Inventories 
IN relating this incident it is with a spirit of thankfulness rather than of fiendish 
glee that we preface the remarks with a 
statement to the effect that this did not 
happen to us. 
The story runs as follows: 
A certain firm of well-known, reliable, 
and conscientious accountants was re-
tained to make an investigation involving 
the taking, pricing, and extending of an 
inventory of a concern whose business was 
about to be sold. In accordance with the 
engagement, the physical inventory was 
taken by the staff of the public account-
ants, quantities were checked and re-
checked, prices were obtained with utmost 
care, and the work of extending and estab-
lishing the total value of the inventory was 
carried on by the accountants assigned to 
the engagement. 
During the course of this work, quanti-
ties, articles, and prices were listed on 
sheets, which sheets were distributed 
among the accountants in the party who 
made the calculations necessary to the 
establishment of the results. 
While the work of preparing the sheets 
was going on, employes of the company, 
gaining access to the sheets during the 
lunch hour, proceeded to insert on the 
sheets in front of figures already appearing 
thereon additional figures, which changed 
entirely many of the quantities and prices. 
For example, where the quantity of a cer-
tain article appeared originally as 1,000, a 
figure one was inserted in front of the 
original figure so as to make it appear as 
11,000 instead of 1,000. Similar changes 
were made in prices so that a price appear-
ing originally as 23 cents was made to 
appear as $11.23. 
As a result of these changes, which had 
been so skilfully made as not to be dis-
covered at the time of calculation, the 
inventory is said to have been overvalued 
in excess of $1,000,000. 
There are a number of questions raised 
by this incident: 
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First: How could accountants awake 
to their professional responsibilities leave 
working papers available and unguarded 
during the lunch hour, or any other time 
for that matter, so that this sort of thing 
would be made possible? 
Second: How could accountants who 
did thoughtful work use figures without 
consideration of their significance, even in 
so mechanical a matter as the establish-
ment of an inventory? 
Third: How could the overvaluation of 
an inventory in excess of $1,000,000 go un-
detected by the accountants, if considera-
tion had been given to a statement of 
income and profit and loss, which should 
have been made up to support the balance 
sheet, if for no other purpose than to 
give a picture of relations, without giv-
ing consideration to comparative inven-
tories, turnover, percentage of gross 
profit, etc.? 
The incident with which the foregoing 
deals is passed on for its educational value, 
and the prayer that it will sink into the 
consciousness of everyone in the organiza-
tion to bear the fruit of greater keenness 
and vigilance. 
Of Collateral Interest 
WH I L E the public accountant is not expected to be a lawyer, or versed 
in the technique of legal procedure, obvi-
ously the greater his familiarity with the 
statutes bearing on business procedure, 
the more comprehensive his general equip-
ment for practice. 
The excerpts which follow have been 
taken from the Penal Law of New York 
State. They may, or may not, correspond 
with the statute provisions of other states, 
but at least they should stimulate interest 
in this subject and prompt those of us who 
have to deal with such matters in states 
other than New York to investigate the 
laws of those states in this particular. 
664. Misconduct of Officers and Directors 
of Stock Corporations. 
A director of a stock corporation, who con-
curs in any vote or act of the directors of such 
corporation, or any of them, by which it is 
intended: 
1. To make a dividend, except from the 
surplus profits arising from the business of the 
corporation, and in the cases and manner 
allowed by law; or, 
2. To divide, withdraw, or in any manner 
pay to the stockholders, or any of them, any 
part of the capital stock of the corporation; 
or to reduce such capital stock without the 
consent of the legislature; or 
3. To discount or receive any note or other 
evidence of debt in payment of an instalment 
of capital stock actually called in, and re-
quired to be paid, or with intent to provide the 
means of making such payment; or, 
4. To receive or discount any note or other 
evidence of debt with intent to enable any 
stockholder to withdraw any part of the 
money paid in by him on his stock; or, 
5. To apply any portion of the funds of such 
corporation, except surplus profits, directly 
or indirectly, to the purchase of shares of its 
own stock; 
Is guilty of a misdemeanor. 
665. Misconduct of Directors, Officers, 
Agents and Employees of Corporations. 
A director, officer, agent or employee of any 
corporation or joint-stock association who: 
1. Knowingly receives or possesses himself 
of any of its property otherwise than in pay-
ment for a just demand, and with intent to 
defraud, omits to make or to cause or direct 
to be made a full and true entry thereof in its 
books and accounts; or, 
2. Makes or concurs in making any false 
entry, or concurs in omitting to make any 
material entry in its books or accounts; or, 
8 HASKINS & SELLS January 
3. Knowingly (a) concurs in making or 
publishing any written report, exhibit or 
statement of its affairs or pecuniary condition 
containing any material statement which is 
false, or (b) omits or concurs in omitting any 
statement required by law to be contained 
therein; or, 
4. Having the custody or control of its 
books, wilfully refuses or neglects to make 
any proper entry in the stock books of such 
corporation as required by law, or to exhibit 
or allow the same to be inspected, and ex-
tracts to be taken therefrom by any person 
entitled by law to inspect the same, or take 
extracts therefrom; or, 
5. If a notice of an application for an in-
junction affecting the property or business of 
such joint-stock association or corporation is 
served upon him, omits to disclose the fact 
of such service and the time and place of such 
application to the other directors, officers and 
managers thereof; or, 
6. Refuses or neglects to make any report 
or statement lawfully required by a public 
officer; 
Is guilty of a disdemeanor. 
667 A director of a corporation or 
joint-stock association is deemed to have such 
a knowledge of the affairs of the corporation or 
association as to enable him to determine 
whether any act, proceeding or omission of its 
directors is a violation of this article and 
article twenty-six. If present at a meeting of 
the directors at which any act, proceeding or 
omission of such directors in violation of this 
article and article twenty-six occurs, he must 
be deemed to have concurred therein, unless 
he at the time causes or in writing requires his 
dissent therefrom to be entered on the minutes 
of the directors. If absent from such meeting, 
he must be deemed to have concurred in any 
such violation, if the facts constituting such 
violation appear on the record or minutes of 
the proceedings of the board of directors, and 
he remains a director of the corporation for six 
months thereafter without causing or in 
writing requiring his dissent from such viola-
tion to be entered on such record of minutes. 
(Article 26 is the chapter on Banking.) 
(To be continued) 
Our congratulations are extended to 
Mr. A. R. Porterfield, of the Cleveland 
practice office, and to Mr. A . B. Foye, of 
the General practice office, upon their 
success in passing the New York C. P. A . 
examinations. 
A recent announcement of committees of 
the Illinois Society of Certified Public 
Accountants shows Mr. E. A. Kracke as 
Chairman of the Membership Committee, 
with Mr. George W. Rossetter as a member 
of the Advisory and the Publicity Com-
mittees. Mr. H . A. Finney, of our Chicago 
practice office, is chairman of the Com-
mittee on Education and Library. 
We have pleasure in announcing that 
Mr. A. F. Wagner has been appointed man-
ager of our Minneapolis office, effective 
January 1, 1924. 
Mr. J . C. Oliver, who has been attached 
to the staff of our Watertown office, has 
been transferred to New York 39th Street 
office staff, effective January 1, 1924. 
Our congratulations are extended to Mr. 
G. A. Cuddy, of the Seattle office, upon his 
success in passing the C. P. A. examina-
tions of the State of Washington; also to 
Messrs. R. A . Steinmetz and F. J . King, of 
the New York Broad Street practice office, 
who have received advice that they have 
passed the New York C. P. A. examinations. 
Announcement is also made that Mr. J . 
F. Pflug, formerly of the Chicago office, has 
been appointed manager of our Kansas 
City office, effective January 1, 1924. 
On December 3, 1923, Mr. George W. 
Rossetter delivered an address, "Welcome 
to Chicago" at a banquet of the Second 
National Boys and Girls Club Congress, at 
the Morrison Hotel, Chicago. The goal 
of club work is the ideal American farm 
home. 
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The Good of the Country 
EV E R Y B O D Y concedes that taxes are too high. It is probably not too 
sweeping a statement to say that everyone 
would like to see taxes reduced. But 
taxes furnish the means whereby the ex-
penses of government are met, and no one 
expects any federal government, or sub-
division thereof, to get along without funds. 
The time-worn question of how much 
any government properly requires for 
necessary expenses may never be answered. 
But this country of ours has put itself in 
the sound position of budgeting its finan-
cial affairs, and the machinery has been 
provided for estimating in advance, with a 
fair degree of precision, the expense of con-
ducting government. Based on past ex-
perience and probable future needs, the 
very competent and painstaking Secretary 
of the Treasury has told us that present 
rates of taxation may be substantially re-
duced. If there is anyone in the country 
who should know, it is the Secretary of the 
Treasury. But certain politicians appear 
to question his judgment. The issue of 
tax reduction is related apparently for 
political purposes to the soldiers' bonus. 
Certain other individuals have, however, 
raised questions which have an economic 
rather than a political aspect. The Secre-
tary of the Treasury has stated that a 
reduction of surtaxes would tend to attract 
back into industry funds which have been 
diverted therefrom by tax-exempt securi-
ties. This has been challenged. The 
counter-claim has been made that munici-
pal, county, and state projects are as much 
industry as the business operations carried 
on by private enterprises. 
The latter argument may probably not 
be controverted, but the principle of "easy 
come, easy go" tends to extravagance, or 
at least to the utilization of funds beyond 
the point of necessity and economic desira-
bility, and, apparently, without the realiza-
tion that interest on funds borrowed for 
local improvements and sinking-fund pay-
ments must be met by local taxation. The 
burden of taxation would therefore be 
shifted in many instances from the people 
as a whole to those who happen to live in 
localities where extravagant public im-
provements are under way or contemplated. 
If an amendment to the Constitution 
were to prohibit the issue of tax-exempt 
securities, all securities, both industrial 
and municipal, would then, so far as sur-
taxes are concerned, be on the same basis, 
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and the tax payer of large means seeking 
investment would be in the position of 
choosing between industrials and munici-
pals in accordance with the advantages of 
the respective bonds with regard to security 
of principal and interest return. Munici-
pals would then be obliged to compete with 
industrials. The tendency of local tax-
payers would probably be to object to 
issues which would pay high rates of in-
terest and local extravagances would tend 
to curtailment. The chances are that the 
industrials would be in a better position to 
offer higher interest rates, and would there-
by attract available capital. Amendment 
to the Constitution would perhaps accom-
plish the same thing which Mr . Mellon 
hopes to accomplish by reducing surtaxes, 
namely, the attraction of available capital 
to the essential industries. 
But why amend the Constitution again? 
The sixteenth amendment to the Constitu-
tion of the United States provides as 
follows: 
"The Congress shall have power to lay 
and collect taxes on incomes from what-
ever source derived, without apportion-
ment among the several states and without 
regard to any census or enumeration." 
Could anything be clearer? Could any 
authority to tax income from municipal, 
county, and state securities be made more 
specific if ten amendments covering the 
subject were added to the Constitution? 
The good of the country is an intangible 
thing, difficult to define. Whatever it is, it 
represents the people as a whole. The 
people as a whole are represented by the 
national government. The national govern-
ment is supported largely by federal taxa-
tion. Relief to accrue to the people as a 
whole would appear then to be found in a 
reduction of federal taxes. The way has 
been pointed. It appears to be clear. 
There is every indication that the people 
of the country generally are in favor of 
traveling this road. 
The effect of reducing surtaxes will be 
apparent and felt immediately. Whether 
or not capital now diverted into tax-exempt 
securities will be attracted back into in-
dustry is a question which only the future 
can determine. Any further amendment to 
the Constitution to prevent the issue of 
tax-exempt securities would be a long-drawn 
out affair. Its effect also is problematical. 
About the effect of federal tax reduction 
there is no question. Why then, in this 
country where the government is of the 
people, by the people, and for the people, 
may we not have federal legislation which 
admittedly is for the good of the country? 
The Unlike and the Like 
NA T U R E cast all men in the same general mould. To some she gave 
black hair and olive skin; to others, red 
hair and freckles. But irrespective of per-
sonal peculiarities they must all breathe, 
eat, and sleep. 
Man's needs of food, shelter, and recrea-
tion are fundamental to individuals as a 
class. These needs are not concerned with 
the color of his hair or the appearance of his 
skin. Regardless of his personal character-
istics, considerations of food and shelter are 
matters of common interest and necessity. 
Society today is a complex organism. 
The requirements of primitive man have 
been supplemented in modern times many 
fold. There is today a wide range and com-
plexity of human wants, but these wants' 
are no less common to individuals and 
classes. 
Modern civilization has developed com-
plex means of, and organizations for, 
supplying human wants. The organiza-
tions vary in type. They have problems 
peculiar to the means which they em-
ploy. The end is invariably the same. 
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Economics, sometimes briefly defined as 
the science of business, recognizes four 
factors in the production of income: land, 
labor, capital, and enterprise, or as the last 
is more commonly known, business organi-
zation. The income produced is classified 
as rent, wages, interest, and profits. Again 
both as to production factors and income 
there is the connotation of likeness. 
Present-day demands for large-scale pro-
duction and widespread service have given 
rise to a flexible type of business organiza-
tion known as the corporation. The cor-
porate form has become popular because it 
facilitates aggregation of huge capital sums 
out of small units. It has other advantages 
which the small-scale producer has not been 
slow to recognize. In certain fundamental 
aspects it is no different from the co-
partnership form which developed so ex-
tensively in the sixteenth century. 
Al l forms of business organization have 
certain characteristics in common. A l l 
seek the same end—profits. Al l employ 
the same economic material—capital in the 
form of assets. A l l have common relation-
ships—liability to those who lend capital; 
accountability to those who risk their 
capital in the venture. Each organization 
must share its proceeds of sales with those 
who render service to the organization 
through land made available, or labor 
contributed, or capital loaned. The re-
mainder is the reward of those who venture 
their capital in the enterprise. 
Profit is the measure of management. Ob-
viously fifty thousand shareholders, if each 
had a hand in the management, would seri-
ously interfere with the conduct of any busi-
ness. The management must be entrusted 
to paid representatives. But fifty thou-
sand parties at interest may be presumed to 
have fifty thousand pairs of eyes trained on 
the management and looking for results. 
Then there are also those who lend capi-
tal to the enterprise—bondholders, bankers, 
trade creditors; prospective investors, the 
government, and statisticians who keep 
track of everybody and everything. So we 
have published reports: balance sheets, in-
come statements, etc. 
But all the parties at interest have a 
common wail. The language and form of 
expression of published statements are so 
varied that no one but public accountants 
understands them. And the accountants 
are often hard-pressed to explain some pub-
lished statements, for the preparation of 
which they were not responsible, or of which 
they have no knowledge further than what 
appears on the face of the statements. 
The question is, "Why is this necessary?" 
It isn't. Correction might be effected in 
the main with comparative ease were some 
leadership to be found which would clarify 
the confusion, enunciate a few simple truths 
and point the common way. With the 
present tendency to organize leagues of all 
kinds, perhaps a League for the Standardi-
zation of Financial Statements might ap-
pear to offer a solution. Doubtless some 
professional organizer might find in the sug-
gestion a job for himself, his relatives and 
friends. But such an organization would 
be far too pretentious for so simple a job. 
With a clear understanding of a few ele-
mentary principles on the part of those who 
are responsible for the preparation of finan-
cial statements, a will on the part of re-
sponsible policy-making business officials 
to co-operate in following a general outline 
of published statements, much might be 
accomplished with little or no machinery 
of organization. 
Definitions of such terms as need to be 
employed are scarcely necessary. Almost 
everyone who sees financial statements 
understands sufficiently well for average 
purposes the general meaning of such terms 
as assets, liabilities, and capital. Some en-
lightenment may be necessary as to re-
serves. The significance of the groupings 
on the income statement may need elucida-
tion. Much progress, however, has been 
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made in the past five years in the general 
understanding of accounting nomenclature. 
Many terms have reached a stage of com-
mon acceptance. 
Assets classify roughly, but with suffi-
cient sharpness for statement purposes, into 
five groups: current, fixed, intangibles, 
special funds, and deferred charges. The 
last named, although strictly speaking not 
an asset, may, for the purpose of this classi-
fication, be so regarded. Liabilities divide 
generally into two classes: current and 
fixed; deferred credits, if any, to follow. 
Shareholders' capital is made up of that 
which has been contributed or invested, 
reserves, and surplus. But no reserves 
may be included in shareholders' capital 
that are not true reserves, meaning there-
by a part of the shareholders' capital re-
stricted as to use and not bookkeeping 
accounts which are used for valuation or 
offset purposes. 
Income divides into cost and profit. In 
other words, income distributes in accord-
ance with the factors which contribute to 
its production. For every dollar of income 
from sales, so many cents go to the material 
supply men, so many to the laborers who 
fashion the goods, and so on—to company 
employes who sell the goods or render other 
services, and to those who lend capital to 
the enterprise. The remainder is profit. 
So we have cost of goods sold, selling ex-
pense, administrative and general expense, 
and financial expense. Setting off the 
profit at various stages along the line of 
distribution shows the efficiency of manage-
ment in greater detail than the mere com-
parison of total cost with total income. 
The general outlines of statements which 
might be followed, apparently, by one and 
all with much advantage resulting are as 
follows: 
Balance Sheet 
Assets 
Current 
Fixed 
Intangible 
Special funds 
Deferred charges 
Total 
Income Statement 
Net Sales 
Cost of sales 
Gross profit 
Selling expense 
Selling profit 
Administrative and general 
expense 
Operating profit 
Financial expense and in-
come charges 
Net profit 
Dividends 
Remainder to surplus 
Liabilities 
Current 
Fixed 
Deferred credits 
Capital 
Invested 
Reserves 
Surplus 
Total 
It is not intended in the foregoing to pro-
vide for the refinements of classification 
but rather to indicate broad, general lines 
and general groupings. If everyone would 
follow these general lines a common basis 
of consideration would be afforded. There 
would be far less wailing and gnashing of 
teeth. With such information the share-
holder would be enabled to see the book 
value of his holdings; the bondholder, the 
strength of his position; the merchandise 
creditor, his probability of payment; bank 
credit men and commercial credit men, the 
status and tendencies; statisticians, the 
relationships, all on the same basis. Of 
course, the administration would need more 
information for intensive management, and 
the directors more detail for policy-making. 
But this discussion has to do with published 
statements. Much general data, now im-
possible of determination because of the 
diversity of form and content in statements, 
might be compiled if all were to follow the 
same lines. 
Elimination of Waste 
SE C R E T A R Y HOOVER has, in addi-tion to his many other activities, con-
ceived and developed what is known as a 
program of simplified practice. The object 
is elimination of waste in industry and 
business. 
Waste, while usually having a physical 
significance, means something beyond ma-
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terial substance. Translated into money, it 
involves, in terms of cost, material, labor, 
and overhead expense. Any program hav-
ing as its object the elimination of waste 
will, therefore, if carried out successfully, 
be far-reaching in its effect. 
The claim is made for simplified practice 
that it will decrease stocks, production 
costs, selling expenses, all costs to users, 
including initial accessory and maintenance 
cost, not to mention misunderstandings 
which frequently complicate the transac-
tion of business. Simultaneously it is 
held that simplified practice will increase 
turnover, stability of employment, prompt-
ness of delivery, foreign commerce, quality 
of product, and profit to producers, dis-
tributors, and users. 
The machinery for carrying out the pro-
gram is as characteristic of Secretary 
Hoover's practical ingenuity as the plan is 
sound in theory. In the Department of 
Commerce there has been established a 
division of simplified practice to serve as a 
centralizing agency in bringing producers, 
distributors, and users together and to sup-
port the recommendations of these indus-
tries when they shall mutually agree upon 
simplifications of benefit to all concerned. 
The Department has outlined what are 
called seven service steps for waste elimina-
tion through simplified practice. These 
steps consist of: (1) Telling the story; 
(2) Fixing the facts; (3) Developing the 
application; (4) Broadcasting the action; 
(5) Selling the proposals; (6) Certifying 
the values; (7) Following through. 
Briefly described, these steps consist in 
presenting the advantages of simplified 
practice of the Department's service; co-
operating in survey of existing diversity; 
arranging general conferences of all in-
terests to consider survey, making recom-
mendations, appointing accredited com-
mittees, and determining revision period; 
circularizing individuals with copy of rec-
ommendation and request for formal 
written acceptance; explaining and sup-
porting the recommendations by letter, 
interview, or illustrated talks; publishing 
the recommendations in the Department's 
regular series on simplified practice; mak-
ing periodic resurvey to determine adher-
ence and secure basis for constructive 
revision; arranging periodic reviewing con-
ferences of committee or industry to con-
sider revision. 
In putting the program into operation 
there are talks to trade associations or 
other organizations interested, showing 
the results achieved in similar fields through 
reduction of variety, followed by the ap-
pointment of a trade association secretary, 
or other competent man chosen by the in-
dustry concerned, to act as Secretary 
Hoover's representative in making a pre-
liminary survey to summarize the facts of 
present practice. Following this, arrange-
ment is made for a general conference at the 
Department of Commerce in Washington, 
or other central point, to which the pro-
ducers, distributors, users, and general in-
terests are invited for discussion of the report 
based on the survey and recommendation 
of simplifications. The recommendations 
are afterwards published, giving full credit 
to all representatives at the conference. 
Each individual producer and distributor 
is asked to file his formal acceptance of 
the recommendation as his standard of 
practice. Later, those who so assent to 
the use of the plan are followed up for a 
statement showing their acceptance in the 
use thereof. Revising conferences are 
later arranged as agreed upon by the re-
spective industries. 
The program has the advantage, as the 
Department points out, of insuring, among 
other things, legality of action, intelligent 
co-operation of all interests, co-ordination 
of allied products, systematic follow-up, 
and regular revision. Not the least im-
portant of these seems to be the legality of 
action. Since recent decisions of the 
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United States Supreme Court with respect 
to the legality of certain activities in trade 
associations raised some serious questions 
as to how far trade associations may go 
in the exchange of data of mutual interest, 
it is to be assumed that any program con-
ducted under the auspices of the Depart-
ment of Commerce meets all requirements 
of the law in this respect. 
Some seventy or more groups are already 
using the service in working out definite 
simplified practice recommendations. The 
results of the conferences have been pro-
ductive of marked results. This is imme-
diately apparent when it becomes known 
that 17,000 varieties of pipe fittings have 
been reduced to 610; stove parts from 
2,982 to 364; tires from 287 to 32; toilet 
goods from 425 to 140. It is felt by those 
who are concerned therewith that the styles 
and sizes of doors could be reduced fully 
40 per cent. Formerly there were 12 varie-
ties of milk bottles of the quart size, 13 of 
the pint size, and 14 of the half-pint size. 
The simplified schedule now calls for 3 
varieties of each size. Ten sizes of caps for 
these bottles were reduced to one standard. 
The sizes, types, and varieties of woven 
wire field fence have been reduced from 552 
to 69, and this action carries with it a reduc-
tion of fence packages from 2072 to 138. 
America is essentially a country of stand-
ards, but she has too many. The idea of 
standards has much to commend it. The 
basis is economy in time, effort, thought, 
and annoyance. The standards should 
therefore be reduced in number to a 
minimum consistent with logical average 
demand. The key to the situation seems 
to be simplified practice. Through it 
should come increased national prosperity 
and international prestige. 
The Metric System 
SHOULD the United States formally adopt the metric system? Among the 
first bills introduced in the present session 
of Congress was the Metric Standards Bill, 
providing for the gradual adoption of the 
metric units of weights and measures in 
merchandising. Although not acquainted 
at the time of writing this article with the 
full provisions of the proposed measure, we 
understand that the bill, if adopted, will 
not become operative for a period of ten 
years, and, further, that manufacturers 
may use whatever measures they choose 
in production. 
The metric system was established in 
France during the French Revolution, and 
while in its experimental stage it was re-
peatedly brought to the attention of our 
Congress. The attention was sought by 
individuals favoring its adoption by this 
country rather than as a result of popular 
demand. In 1821, John Quincy, Secretary 
of State, after four years of investigation, 
begun with a predilection in favor of the 
system, submitted a report in which, after 
discussing both sides of the question, recom-
mended that no change be made in our 
standards of weights and measures. 
Since that time metric legislation has 
been more or less active everywhere. The 
first step in legalizing the metric system in 
this country was in 1866. At that time it 
was felt that, with the use of metric units 
made legal the advantages claimed for it 
would soon lead to its general adoption. 
This, however, has not been the case, and 
today we find that whenever a bill is intro-
duced into Congress favoring the adoption 
of the metric system as our recognized legal 
standard, so much weight is exerted for and 
against the proposition as to make it rather 
difficult to determine whether the pro-
posed change possesses real merit or not. 
The advantage of the metric system over 
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the English or customary units, which we 
use, is the simple interrelation of units. 
The units of length, area, volume, weight, 
density, etc., bear such relation to each 
other that calculations involving these 
units are very much simplified. Each unit 
is decimally multiplied and decimally sub-
divided, so that to change to a larger or a 
smaller unit, it is only necessary to change 
the position of the decimal point. Further, 
in the metric system the same name always 
means the same thing, whereas in our cus-
tomary system there is confusion as to cer-
tain units; for example, the quart, liquid 
and dry; the ounce, avoirdupois, troy, and 
fluid; the ton, long and short. It is also 
claimed that the sciences of physics, chem-
istry, biology, and, to a certain extent, 
medicine, have adopted the metric system, 
so that it occupies a large place in that 
great group of human activities which are 
making the future so far as industry and 
technology are concerned. 
The exponents of the system further 
point out that the decimal system of coin-
age had long proved its superiority over the 
pound, shilling, and pence method which 
is so burdensome to countries doing busi-
ness with England, and so it is felt that, in 
a similar manner, the weights and measures 
should be converted to the more simple 
metric system. 
The metric system has been adopted as 
a standard in Continental Europe; in 
Africa it is found in the colonial possessions 
of France, Belgium, Portugal, Italy and 
Spain. It is predominant in South America, 
Central America, and the West Indies. It 
was adopted in the Philippines in 1906; 
Japan accepted it in 1921. The United 
States and England with its colonial pos-
sessions, are the only great countries of the 
world that have not as yet adopted the 
system. 
The opponents of the system assert that 
only a small percentage of the population 
has expressed a desire for the change, and 
that there has never been a popular de-
mand for it or anything approaching a 
general sentiment in favor of it; that the 
units of weights and measures now em-
ployed are convenient because of our long 
experience with present standards; and 
that the adoption of the system is every-
where imperfect. They maintain there 
is not a country in the world that has 
succeeded in eradicating its old system, and 
in support of this statement point out that, 
in the textile industry, the use of "pound" 
and "yard" are so closely identified with 
the industry as a standard, these units are 
recognized in metric as well as non-metric 
countries; and, further, that there are very 
few English standards that can be con-
verted into easily remembered metric 
equivalents. The yard is so firmly fixed 
throughout the world as a standard in tex-
tiles, it is doubtful if a generation would 
efface it. 
Those who are opposed to the metric sys-
tem say that in Latin countries the people 
use the system only to the extent that they 
are compelled by law, and express the belief 
that South American countries will go back 
to the English standards because of their 
large trade with non-metric countries. 
Another objection advanced by the op-
ponents is the cost to the manufacturer, the 
merchant, the railroads, the farmer, and 
family household to make the change. The 
claim is made that the cost will run into 
very large figures, but on the other hand 
those who are favorable to the system 
point out that, since ten years are allowed 
to make the change, it can, in many cases, 
be made gradual. 
In this country, with its large rural pop-
ulation, it is pointed out that in agriculture 
the present weights per bushel of products 
raised by the farmer are those which any 
able-bodied man can carry, whereas the 
metric unit of hectoliter or decaliter are 
either too large or too small. The metric 
units of measure lack the essential quality 
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of handiness and for this reason alone will 
not appeal to the farmer. 
From an accounting point of view there 
is no question but that the metric system 
would be a decided improvement over the 
present standards of weights and measures. 
Old customs die hard, and the matter of 
education to new standards is an extremely 
difficult task, but we seldom know how 
good a thing is until we become accustomed 
to using it. 
Accounting Instructors Meeting 
TH E eighth annual meeting of the Amer-ican Association of University In-
structors in Accounting held in Columbus, 
Ohio, December 28 and 29, 1923, was by 
far the best meeting the association has 
ever held. The papers submitted covered 
a wide range of accounting subjects, among 
which the following may be mentioned as 
of particular interest: 
The Principals of Valuation as Related 
to the Functions of the Balance Sheet; The 
Content of the Balance Sheet Audit; Books 
of Account in Evidence; The Need for 
Better Accounting Procedure in County 
Offices; Some Aspects of Reserve Account-
ing; Valuation for Profits Determination; 
and, Accounting for No-Par-Value Capital 
Stock. 
The titles of these papers should suggest 
the possibilities for research work. 
The influence and responsibility of this 
body of men may not be over-estimated. 
The association was organized at Colum-
bus, Ohio, in December, 1916, with six 
charter members. The membership now 
numbers four hundred and twenty-five. 
Every university in the country is repre-
sented. Schools and colleges giving in-
struction in accounting which do not boast 
of members are rare. The accounting in-
struction of the youth of the country is 
largely in the hands of the members of this 
association. Here is a medium through 
which the profession may co-operate in 
bringing the practical side to bear on the 
education of the men who in the future 
will carry on. 
Recalling no doubt the reputation which 
the organizers of this firm made for them-
selves in connection with accounting mat-
ters of the federal government in Washing-
ton several years ago, a recent editorial in 
E . W. Howe's Monthly recommends us for 
an engagement of rather large proportions. 
Here is the plan: "In every community 
let a committee be appointed to raise a 
Fund: all are well trained in that. Then 
let a proper person take the money to New 
York, call on one of the great promoters, 
and say to him: "I have here twenty mil-
lion dollars (or possibly a greater sum). I 
wish to employ you to expend it in the in-
terest of the people who gave it: largely 
taxpayers who have no representation in 
public affairs. We wish you to employ 
Elihu Root as attorney, and Haskins & 
Sells, the public accountants, to check up 
your expenditures. Make your head-
quarters in Washington, and employ such 
assistance as you require, being sure that 
you employ only capable men. Go fully 
into governmental affairs, and make no 
unreasonable demands or charge. We only 
ask that unnecessary waste be cut off: we 
do not object to any proper public expen-
diture, and realize that under present cir-
cumstances, taxation must be heavy. Every 
week issue a bulletin detailing your activi-
ties, with the O. K . of Elihu Root and 
Haskins & Sells. Buy space in the news-
papers, and make no claims or charges not 
fully warranted: those employing you want 
nothing that is not fair and reasonable, and 
honestly coming to them. In short, we 
employ you to bring about reform, for which 
the people have been fighting, without suc-
cess, for many years.' " 
Needless to say we appreciate the high 
compliment which Mr. Howe has paid us. 
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Personal Notes 
We have pleasure in announcing that 
Messrs. C. N . Bullock, of Detroit, and 
O. N . Hutchinson, of Baltimore, have been 
appointed assistant managers of their re-
spective offices, effective January 1, 1924. 
Mr. W. H . Adams has been appointed 
assistant manager of our Cleveland office, 
effective February 1, 1924. 
Mr. H . J . Jumonville was named Chair-
man of the Bureau of Professions, of the 
New Orleans Association of Commerce, for 
1924, at the luncheon meeting at Hotel 
Roosevelt in that city on December 3, 1923. 
Mr. H . S. Frost has been made assistant 
manager of New York Broad Street office, 
effective January 1, 1924. 
Mr. C. P. Parker, assistant manager of 
our Birmingham office, has resigned, effect-
ive January 12, 1924. 
It is with pleasure that we announce 
that Mr. Walter L . Morgan, of our Phila-
delphia office, has been successful in pass-
ing the C. P. A. examinations of Penn-
sylvania. 
Mr. W. H . Bell has been appointed 
Chairman of the Committee on Account-
ants' Reports, of the New York State 
Society of Certified Public Accountants. 
Mr. J . R. Wildman has been appointed 
Chairman of the Committee on Fore-
casting, of the New York State Society of 
Certified Public Accountants. 
It is with regret that announcement is 
made of the resignation of Mr. Elijah 
Bates as manager of our Cleveland office, 
effective January 1, 1924. Mr. Bates has 
accepted the position of treasurer with 
The McMyler-Interstate Company located 
in Cleveland. 
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The Business Point of View 
ON E hears sometimes a distinction made between the business and the 
accounting points of view. Wherein the 
difference lies is seldom made clear. What 
may be done from an accounting viewpoint 
which is not correct from a point of view of 
business? Conversely, how may the busi-
ness point of view differ from that of 
accounting? 
Accounting is intended to give expres-
sion to the financial facts of business. It 
exhibits financial results, conditions, rela-
tions, leads to conclusions, and indicates 
tendencies. It should disclose substantial 
information of interest to any and all 
parties related to an enterprise, whether 
the parties are inside or outside the organi-
zation. Granted only that the parties have 
either a legal or a moral right to the data, 
accounting, to be true to its purpose, must 
present the facts to anyone who may read 
in a manner which is clear, understandable 
and frank. 
A balance sheet, as well as any other 
financial statement, should be fair, honest, 
impartial, simple, straightforward, truth-
ful, and one might almost say unreserved, 
if it were not for the technical significance 
which the last word has. But occasionally 
a statement half as ingenuous as the limit 
set by the foregoing prescription would 
bring about consequences detrimental, if 
not disastrous, to certain business concerns. 
A business man who has an agreement to 
submit a financial statement to banks, 
trade-creditors, or anyone else at interest, 
is obligated by the moral code to produce a 
statement which fulfils all the conditions 
demanded by accounting. There is no 
warrant for hiding behind technicalities. 
Any such procedure but defers the day of 
reckoning, and in the meantime leaves a 
smirch which further damages his case. 
Open, fair, honest disclosure of facts, with 
a determination to face and meet the prob-
lems, if any, involved therein, has been 
found by wise business men to be the best 
policy. 
The points of view of business men and 
public accountants should be identical, if 
both run along the same moral plane. Ac-
counting and business procedure should co-
incide absolutely when guided by the same 
moral standards. When business results, 
or business success, would become preju-
diced by accounting statements true to 
facts and moral ideals, the relationship be-
tween business man and accountant be-
comes impossible unless one becomes sub-
ordinate to the other. The accountant has 
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no choice in the matter. Subordination of Any distinction between the accounting 
accounting facts to the requirements of and the business points of view is a false 
business is out of the question. There can distinction. There may be a difference; 
be no wavering. There should be no not a distinction. The difference if it 
hesitation. exists is one of morality. 
The Neglected Income Statement 
WRITERS on the subject of account-ing generally have centered their 
attention and discussion on the balance 
sheet. This is perhaps but natural, as the 
balance sheet constitutes a summary which 
organizes the aspects of financial status and 
is the capstone of financial data. 
The income statement has not received 
the attention which it merits, either in the 
light of its value as a means of effective 
administration or as to the philosophy 
underlying it. From the promiscuous as-
sortment of income statements available, 
published and otherwise, one may reason-
ably receive the impression that its growth 
has been somewhat like that of Harriet 
Beecher Stowe's "Topsy." 
Following the historical development of 
the present form of statement one sees, 
first, a grouping of the loss and gain ac-
counts, which generically may be called 
measurement accounts, in a statement tak-
ing account form. This represented little 
more than a classification of the positive 
and negative forces affecting the business 
capital so as to show the net effect thereon. 
Next came the influence of the railroad 
accountants who introduced the running 
form and attempted to set off the profit at 
one or two points, in order to relate the 
profit to certain sources. Later is seen the 
stamp of certain public accountants, fol-
lowed by that of the university schools, in 
bringing out refinement in classification 
and grouping and recognizing a more scien-
tific basis for income accounting. 
The bookkeeping theory of the profit and 
loss account in which the income statement 
had its origin is that the profit and loss 
account shows the accretions or decretions 
of capital through gains and losses, not only 
those growing out of the manipulation of 
capital with a view to gain but, in addition, 
those gains and losses which, while not im-
mediately related to the main purpose of 
the business, are incident thereto. 
In other words, the capital is invested 
part in property, in equipment, and in 
goods. Amounts invested in goods, as the 
ownership of the goods is transferred to a 
purchaser, have attached to them an addi-
tional amount which is intended to com-
pensate the seller for his expense in obtain-
ing, making available, and handling the 
goods, and afford him a margin of profit. 
Thus, by carrying into the profit and loss 
account the sales price of the goods on one 
side, with the cost of the goods and the ex-
pense connected with obtaining, handling, 
and disposing of them on the other side, 
the amount of profit is, by a balancing 
process, ascertained. 
But the property and equipment in 
which some of the capital was invested wear 
out, and the capital would thus become 
depleted were this factor not to be pro-
vided for. Hence, by making such provi-
sion out of profits the profits are reduced. 
Again, some of the capital invested in goods 
or in property and equipment may have 
been borrowed, and interest must therefore 
be recognized as a factor which affects the 
profits. On the other hand, some of the 
goods may have been sold on a basis of 
time, and there is interest to be collected 
and treated as an offset to the interest paid 
for money borrowed. 
Out of this rather intricate mass of influ-
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ences bearing on capital, bookkeeping, by 
means of a debit and credit classification 
separates the positive from the negative 
factors. Set down in a summary account 
known as the profit and loss account, and 
arranged pro and con on the respective 
sides, the net result is ascertained. But 
the summary is, notwithstanding, consider-
able of a jumble and of little value in relat-
ing results to causes. 
To overcome this objection, presumably, 
a sectionalized statement prepared from 
the profit and loss account in the ledger 
sprung up. It was little more than a glori-
fied profit and loss account, and because of 
its numerous debit and credit balances con-
necting one section with another achieved 
scant popularity, even at the hands of ac-
countants who could understand it. The 
layman was lost in a maze of technicalities. 
Manufacturing, trading, profit and loss 
were bewildering terms because of the form 
whereby information concerning them was 
conveyed. 
The running form of income statement 
came first probably from the railroad ac-
countants whose problem was two-fold. 
There was a necessity for published state-
ments which the public might understand. 
The railroads had no manufacturing or 
trading. Such form of statement was 
therefore not adaptable to their needs. The 
layman, untutored in accounting, had a 
simple method of arriving at profit, which 
was to set down cost under sales and sub-
tract. The railroad accountants carried 
out this idea by setting down revenue and 
subtracting expense. 
While this idea is manifestly sound and 
thoroughly sensible, and affords a struc-
tural basis for an understandable income 
statement, any income statement, to meet 
the requirements of all forms of business 
enterprise, must seek a deeper and more 
comprehensive theoretical foundation. It 
was undoubtedly a necessity of this kind 
which led those in search of a scientific 
statement to the adoption of the economic 
basis on which the present more satisfactory 
income statement is built. Consciously, 
or unconsciously, such is the scheme after 
which most income statements are pat-
terned, although it is doubtful if this 
fact is generally recognized. Were it recog-
nized, many of the differences in treatment 
would be swept away; much of the discus-
sion which now takes place would become 
unnecessary. 
To illustrate: The purpose of all busi-
ness organization is to sell either goods, or 
services, or privileges. Accordingly a part 
of its capital is in the form of working dol-
lars. Every working dollar so employed 
represents a group, the constituent mem-
bers of which have claims to varying shares 
therein. In the case of a concern manu-
facturing and selling goods, the party who 
supplies the material has his claim. Those 
who fashion the material have their claim. 
The salesman requires his share. The 
clerks who keep the records and the man-
ager and officers of administration must be 
paid. The expense of maintaining offices 
must be met. Those who furnish either in-
vestment or working dollars under an 
agreement as to interest claim their part. 
Equipment worn out incident to manu-
facture must be replaced. Last of all, 
whatever remains falls to those who risk 
their investment dollars in the enterprise. 
The theory of the income statement in 
part then is that the statement is a device 
for showing how the working dollar, or, in 
other words, the income dollar, is parti-
tioned. Translated into business terms to 
show this the result is as follows: 
(1) Cost of goods. 
(2) Expense of selling goods. 
(3) Expense of administration and of 
items applicable to the business as a 
whole. 
(4) Expense of obtaining, protecting, 
and conserving capital. 
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Stated in accounting terminology, con-
nected up with the income from sales and 
with the cost and expense groups set off 
against such income, as illustrated below, 
this classification furnishes the general 
structure of an income statement which 
shows the decreasing margin of profit as 
cost and expenses are applied, allocates 
profits to divisional sources and serves as 
an index to the efficiency of operating and 
of financial management. 
Income from sales $1.00 
Cost of sales 58 
Gross profit $0.42 
Selling expense 07 
Selling profit $0.35 
Administrative and general expense .15 
Operating profit $0.20 
Financial expense and charges 08 
Net profit $0.12 
It should be borne in mind that the use 
of this income statement is not confined to 
a concern manufacturing and selling goods. 
It is so broad in its scope and fundamen-
tally sound that it provides for any kind of 
organization; any kind of business activity. 
It applies equally well to concerns selling 
services and privileges. It serves the same 
purpose for banks and trust companies, 
country fair associations, mammoth in-
dustrials and pop-corn vending companies. 
The neglect of the income statement is 
found among executives, stockholders, 
writers, and statisticians. Many execu-
tives fail to appreciate the possibilites of 
the income statement in reviewing the past, 
fixing responsibility, checking undesirable 
tendencies, and planning for the future. 
The balance sheet has the call. Yet what-
ever results are exhibited on the balance 
sheet, except those proceeding from capital 
and from settlement transactions, may be 
traced to an accumulation of surplus arising 
from operations which the income state-
ments reflect. 
The practice by corporations of issuing 
published reports is growing constantly. 
Yet there are comparatively few corpora-
tions which offer a comprehensive and in-
structive income statement, if any. There 
seems to be some notion that stockholders 
and the public are not interested in this 
phase of the company's activities, so long 
as dividends are forthcoming and the 
balance sheet shows a financial condition 
which is sound 
Statisticians who compile ratios give the 
larger part of their consideration to the 
balance sheet. There is some excuse for 
this in that income and expense figures are 
difficult to find in published reports in such 
form as to permit of satisfactory use. But 
apart from such excuse the tendency of 
the statisticians is to work on the balance 
sheet, developing expressions of relation-
ship therefrom with little regard to the 
possibilities of the income figures, particu-
larly when related to "static" results. For 
example, dividing working capital into 
sales would show the turnover of working 
capital. Dividing merchandise inventories 
at cost into the cost of sales would show 
the turnover of goods. The ratio of finan-
cial expense (exclusive of income charges) 
to borrowed capital would show the effec-
tive rate of interest expense. 
Considered alone the income statement 
has much of information to yield with only 
slight amplification. A statistical column 
paralleling the group and divisional profits 
figures would give what might be called a 
"dollar" picture of the operations. This is 
illustrated in the table shown above. Were 
the statement to be amplified further to 
show comparisons of totals and dollar 
figures by periods, a valuable and compre-
hensive index to operations would result. 
Increases in expense, for example, which 
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might be judged adversely if considered 
solely on the basis of comparison, might be 
found satisfactory in the light of the rela-
tion to the sales figures. 
Stockholders, possibly, would not be 
more than moderately interested in data of 
this kind, but it would have great value in 
TH E futility of tinkering with laws affecting accounting without recog-
nizing and following certain generally 
accepted accounting concepts is manifest 
in the last amendments to the New York 
Stock Corporation law in the act which 
became effective May 24, 1923. 
The term capital as it applies to cor-
porations is well understood. There is no 
misunderstanding as to the meaning of 
cash dividends. It is a principle of sound 
business policy and a matter of general 
statutory mandate that cash dividends 
may not be paid out of capital. Yet in the 
State of New York, as the law now stands, 
it appears that under certain conditions 
and in corporations chartered since May 
24, 1923, violation of the principle is pos-
sible without violation of the law. 
As the New York law stood prior to the 
last amendment, dividends might not be 
made except out of surplus profits arising 
from the business of a corporation, nor 
could a corporation divide, withdraw, or in 
any way pay to any of its stockholders any 
part of the capital of such corporation. 
This should have been sufficiently clear 
for anyone of average intelligence. Appar-
ently, however, some of the problems 
created by the ill-advised New York law 
authorizing capital stock without par value 
in both preferred and common classes 
made revision of the section covering divi-
dends seem desirable. At any rate the sec-
tion of the New York law relating to divi-
dends has been changed to read as follows: 
"No stock corporation shall declare or 
pay any dividend which shall impair its 
capital or capital stock, nor while its capital 
or capital stock is impaired, nor shall any 
such corporation declare or pay any dividend 
or make any distribution of assets to any of 
its stockholders, whether upon a reduction 
of the number of its shares or of its capital 
or capital stock, unless the value of its 
assets remaining after the payment of 
such dividend, or after such distribution of 
assets, as the case may be, shall be at least 
equal to the aggregate amount of its debts 
and liabilities including capital or capital 
stock as the case may be. . . ." 
Taken by itself and stripped of its legal 
verbiage the substance of this section is 
that dividends shall not be paid out of 
capital, or as long as the capital is impaired. 
But by the terms of the same law as 
amended May 24, 1923, capital in the 
case of corporations having shares without 
par value may be determined in one of two 
ways. One way is sufficiently sound and 
tight, so to speak, to preclude any question 
with regard to dividends. The other way 
leaves a loophole through which it appears 
to be possible to pay dividends out of 
actual paid-in capital so long as a part of 
such capital is technically and legally 
designated as surplus. 
The present law, after amendment on 
May 24, 1923, relating to corporations 
having shares without par value, which 
shares, incidentally, may be both preferred 
and common, provides that the certificate 
of incorporation shall include either of the 
following statements: 
the hands of competent executives. It 
would doubtless be welcomed with open 
arms by bank credit men and their con-
temporaries in the commercial credit field. 
A balance sheet without an accompanying 
income statement is only a part of the 
story. 
More Non-par-stock Trouble 
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(A) "The capital of the corporation 
shall be at least equal to the sum of the 
aggregate par value of all issued shares 
having par value, plus dollars 
(the blank space being filled in with some 
number representing one dollar or more) 
in respect to every issued share without 
par value, plus such amounts as from time 
to time, by resolution of the board of 
directors, may be transferred thereto"; or 
(B) "The capital of the corporation 
shall be at least equal to the sum of the 
aggregate par value of all issued shares 
having par value, plus the aggregate 
amount of consideration received by the 
corporation for the issuance of shares with-
out par value, plus such amounts as, from 
time to time, by resolution of the board of 
directors, may be transferred thereto." 
The additional provision of the law which 
permits the further statement in the cer-
tificate "that the capital shall not be less 
than dollars" may be dismissed 
from consideration in this discussion as 
being irrelevant; further, in practice it is 
likely to be ignored. 
Were a corporation to follow the pro-
visions of " B , " it is doubtful if any means 
might be found whereby a cash dividend 
could be paid out of capital. Capital is 
definitely defined and fixed by the statute. 
The dividend section of the law "ties up" 
therewith. 
Under provision " A " there appears to 
be nothing to prevent a corporation from 
selling shares at a price per share of, say, 
$25.00, crediting $1.00 to capital and $24.00 
to surplus, or of making any other division 
of the amount received as capital, so long 
as the amount credited to capital is in 
agreement with the certificate and is not 
less than $1.00 per share. Subsequently, 
dividends might be paid out of the so-
called paid-in surplus without violating 
the law. The capital as defined in the law 
would not thereby become impaired. The 
assets would not thereby become reduced 
below the point where they would be equal 
to the "debts and liabilities including 
capital." 
It is difficult for an accountant to see 
why there need be any provision for capital 
such as has been made in sub-division " A , " 
except as some such necessity arises in con-
nection with assigning a redemption value 
to preferred shares But in so doing there 
is a complication because the law stipu-
lates that the amount stated per share shall 
apply "in respect to every issued share 
without par value," ignoring in this stipu-
lation, apparently, differentiation between 
preferred and common shares. How will 
a corporation under " A " state the capital 
per share where there are two classes of 
shares without par value? 
If there must be a law permitting pre-
ferred shares without par value, the law-
makers should recognize the practical 
effect of the law; provide for differentia-
tion between preferred and common shares; 
for ear-marking the preferred with a re-
demption value; and let paid-in capital 
stand as paid-in capital, such as is done in 
" B , " without offering any alternative, 
such as " A " provides. 
If there were no stock having par value 
involved, the preferred capital would then 
be the aggregate amount of consideration 
received for such shares. The common 
capital would be the aggregate amount of 
consideration received for the common 
shares. Any law permitting both pre-
ferred and common shares is, of course, 
likely to encourage disputes and litigation 
between classes of shareholders as to the 
question of redemption value and the 
equities of the respective shareholders in 
the amounts which the directors might 
from time to time transfer to capital. But 
with capital satisfactorily defined as in 
" B " the question of whether or not divi-
dends might be paid out of capital would 
be effectively avoided. 
A case recently reported in the daily 
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papers illustrates the opportunity for fraud-
ulent practice which is offered in unscien-
tific laws dealing with technical subjects 
like finance, accounting, and business pro-
cedure. A certain company is said to have 
advertised that it would issue "Christ-
mas checks to such of its stockholders as 
had paid the full amount due on stock 
subscriptions before December 1." These 
checks were to be for an amount equal to 
the first dividend on such payments, and 
were to be dated December 25. The dis-
tribution was proposed, although there had 
been no operations from which profits 
might have been derived. The presump-
tion, according to the newspaper report, is 
that the appropriation for distribution 
was to be made out of so-called "capital 
surplus" created by partitioning the pro-
ceeds derived from the sale of capital shares 
having no par value. Fortunately for the 
New York public, on motion of the 
Attorney General of New York, a Supreme 
Court Justice issued a permanent injunc-
tion restraining the corporation from mak-
ing further sales of stock in New York 
State. 
It should be observed in cases concern-
ing New York corporations that questions 
as to capital and dividend declarations 
must be considered in the light of laws in 
effect at the time of incorporation. The 
laws affecting New York corporations 
having shares without par value has 
changed four times in the last few years. 
Fine questions of capital and of dividends 
might necessarily be decided differently, 
depending upon the laws in force at the 
time the particular corporation in question 
was organized. The "ex post facto" prin-
ciple of law would ordinarily prevent new 
provisions from becoming retroactive un-
less otherwise specified. But in the case 
of the latest New York amendment all 
doubt on this point has been removed as 
follows: 
"Article 12, Section 5. This act shall 
not affect or impair any act done, offense 
committed or right accruing, accrued or 
acquired, or liability, penalty, forfeiture 
or punishment incurred prior to the time 
this act takes effect, but the same may be 
enjoyed, asserted, enforced, prosecuted or 
inflicted, as fully and to the same extent 
as if this act had not been passed." 
Book Reviews 
Couchman, Charles B. The Balance 
Sheet. (New York, The Journal of Ac-
countancy, Inc., 1924. 288 p.) 
The essentials of a good book on ac-
counting are that it shall contain an ade-
quate discussion of the subject held out by 
the title; that the exposition shall be clear, 
the arguments and theories reasonably 
sound, the type sufficiently large to make 
reading easy; and that the book shall have 
an index which facilitates the use of the in-
formation which the book contains 
The book under review herein meets all 
of these requirements; hence it may be 
adjudged a good book. But a general en-
dorsement of this character is scarcely 
sufficient to put the reader in a position to 
decide whether or not the book is worth 
having. 
Many books on accounting have been 
written during the past decade. Al l of them 
have had pages and pages devoted to a dis-
cussion of the balance sheet. None of 
them contains a discussion at once as clear, 
terse, and convincing as the book now be-
ing considered. Anyone who knows the 
author and has heard him talk cannot have 
failed to be impressed with his clear, force-
ful manner of expressing his thoughts. 
In this book on the balance sheet the per-
sonality of the author speaks through 
every line. His clear expression is but the 
evidence of his clear thinking. But withal 
the book suggests more the setting down of 
thoughts arising in the mind of a practical 
accountant rather than an attempt at scien-
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tific book-making. For this reason the 
volume is extremely readable and satis-
factory. 
Not only does the author cover thor-
oughly the topics related to the balance 
sheet but, with perhaps one or two excep-
tions, each topic is covered thoroughly 
without any unnecessary verbiage. After 
concluding the treatment of the various as-
pects of financial condition, chapters are 
devoted to comparative balance sheets and 
consolidated balance sheets. There is also 
a chapter on certifications, and one on the 
balance sheet for credit purposes. The 
text, although free of forms of balance 
sheet, is supplemented by an appendix con-
taining ten specimen forms, the dignity and 
serious purpose of which have been some-
what impaired by the introduction of ficti-
tious appellations, evidently suggested to 
the author by his interest in golf. Let us 
however, forgive him for this error in judg-
ment, and be grateful for the scholarly dis-
cussion of the subject matter, which is a 
contribution beyond doubt. 
Parsons, Floyd W. Everybody's Busi-
ness. (New York, Doubleday Page & 
Company, 1923. 503 p.) 
Try this test sometime. When you hap-
pen to be standing beside a library table 
and have picked up the book or magazine 
which most suited your fancy at the mo-
ment—classify it. Does it fall in class of 
fiction? Is it technical, inspirational, or 
something else? Would you, through free 
choice, meaning thereby that there is no 
pressure of conscience even, select the 
magazine of the National Geographic So-
ciety, Saturday Evening Post, Babson's 
Fundamentals of Business, or Bliss's Finan-
cial and Operating Ratios in Management? 
There is a strong tendency today toward 
technical business reading. The fact is 
cause for much rejoicing. But balance in 
reading is important. It makes for sus-
tained and at the same time pleasant effort. 
It is necessary also to insure a broadened 
outlook needed especially by accountants 
who are inclined to allow their vision to be-
come warped by the technical aspects of 
their subject. 
Everybody's Business is a book subtle in 
conveying information, but none the less 
informative. It tells what our country has 
in minerals, timber, energy resources, agri-
cultural assets, and manufacturing facilities 
in the form of an interesting and romantic 
story of American business. The book is 
well written, refreshing to the technical 
mind, and one would be narrow indeed who 
would not derive inspiration from its 
reading. 
Forty essays were received in competi-
tion for the prizes offered on the subject of 
"How May We Improve the Quality of Our 
Service to Clients?" These essays are now 
being read by a committee. Al l essays will 
be read. We hope to be able to announce 
the names of the successful competitors in 
the April number of the Bulletin. 
We have pleasure in announcing that 
Miss H . C. Haines, of the New York Re-
port Department, has been notified of her 
election as associate member of the Ameri-
can Institute of Accountants. 
Mr. F. C. Rohwerder has been appointed 
assistant manager of the New York 39th 
Street office, effective January 1, 1924. 
The New York State Society of Certified 
Public Accountants has appointed Mr. P. 
P. Rossman, of the New York Broad Street 
office, as a member of the Committee on 
Accountants' Office and Staff Management. 
Our congratulations are extended to 
Messrs. Harlan Johnson and O. H . Gaw-
throp, of our Baltimore office, upon their 
success in passing the Maryland C. P. A . 
examinations. 
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In Memoriam 
© Underwood & Underwood 
E L I J A H W A T T S E L L S 
March 1, 1858—March 19, 1924 
Elijah Watt Sells 
MR. SELLS passed away at his apart-ment, 1 West 64th Street, New York, 
Wednesday, March 19, 1924, at 5:47 P. M . 
after an illness of several months following 
a stroke last August. He was unconscious 
during the forty-eight hours preceding the 
end, which came peacefully. 
He was born in Muscatine, Iowa, March 
1, 1858. His father was Elijah Sells, at 
various times Secretary of State for Iowa, 
and Auditor of the Treasury Department 
under President Lincoln. His mother was 
Isabel Watt Sells. 
Mr. Sells received his education in the 
public schools of Des Moines, Iowa, and at 
Baker University, Baldwin, Kansas. His 
early accounting experience was gained in 
connection with various railroad lines as 
general bookkeeper and traveling auditor. 
He subsequently was cashier, paymaster, 
and general bookkeeper of the Chicago, 
Clinton, Dubuque and Minnesota Rail-
road, now a part of the Chicago, Milwaukee 
and St. Paul System; auditor of the Oregon 
Improvement Companies; assistant comp-
troller of the Kansas City, Fort Scott and 
Memphis Railroad; secretary and auditor 
of the Colorado Midland Railway. 
In 1893 Mr. Sells joined the late Charles 
Waldo Haskins in effecting, under the 
auspices of a Joint Commission of the 
Fifty-third Congress, a revision of the 
accounting system of the United States 
Government. At the conclusion of his 
labors he was accorded official recognition 
by the Fifty-third Congress as an expert 
accountant, this being so far as is known 
the only act of Congress of this kind. 
In 1895 Mr. Sells entered into copartner-
ship with Mr. Haskins, under the style of 
Haskins & Sells, a firm which has attained 
world-wide prestige. Mr. Haskins died 
January 9, 1903, since which time Mr. 
Sells has been the head of and until the 
past few months taken an active part in 
the administration of the firm's affairs. 
In 1908 he made an investigation of 
the financial system of the Philippine 
Islands. 
Mr. Sells was one of the pioneers of the 
accountancy profession; for two terms, 
1906 and 1907, president of the American 
Association of Public Accountants, now 
the American Institute of Accountants, in 
the organization of which he took an active 
part, serving for seven years as a member 
of the Executive Committee of the Insti-
tute Council and as chairman of the Budget 
Committee until recently. He was also 
instrumental in the creation of the endow-
ment fund of the Institute, which was 
established to make possible a Bureau of 
Information. Mr. Sells was a member of 
the New York State Society of Certified 
Public Accountants and a C. P. A. of 
many states. 
Baker University, in 1909, conferred 
upon Mr. Sells the honorary degree of 
Master of Arts, and in 1916 New York 
University conferred the honorary degree 
of Doctor of Commercial Science, in the 
following words: "Elijah Watt Sells—for 
pre-eminence in a department of human 
effort in which the prime essentials are 
accuracy and truth; for the prevision 
which prompted you to secure for account-
ancy academic recognition; for distin-
guished service rendered to local govern-
ments, and especially to the Government 
of the United States, both at home and 
abroad—I confer upon you, by authority 
of New York University, the degree of 
Doctor of Commercial Science." 
Mr. Sells was always keenly interested 
in education for the profession and with 
Mr. Haskins was instrumental in founding 
New York University School of Commerce, 
Accounts and Finance. 
Mr. Sells was the author of: Corporate 
Management Compared with Government 
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Control, Certified Quarterly Statements 
Advocated for Corporations, Cost Ac-
counting for Agricultural Implement and 
Vehicle Manufacturers, Publicity of Finan-
cial Affairs of Corporations, Advertising as 
a Business Asset, Advertising—An Invest-
ment or an Expense, The Accounting 
Profession—Its Demands and Its Future, 
A Plan for International Peace. 
He was a member of: The Union League 
Club, India House, Army and Navy Club, 
New York Athletic Club, New York Yacht 
Club, Royal Ulster. Yacht Club (Belfast), 
Sleepy Hollow Country Club, Economic 
Club of New York, Military Order of the 
Loyal Legion of the United States, The 
Pilgrim Society, Empire State Society, 
Sons of the American Revolution, Metro-
politan Museum of Art, The Art Institute 
of Chicago. 
Mrs. Sells, who was Mabel E. Graves, 
of Dubuque, Iowa, died February 20, 1922. 
The daughters are Marjorie Sells Carter, 
wife of Col. Arthur H . Carter, a member of 
the firm of Haskins & Sells, and Dorothy 
Sells McMorris, wife of LeRoy D. Mc-
Morris, an artist. Mrs. John H . Bovard, 
a sister, of Kansas City, also survives him. 
Mr. Sells' home was in Greenwich, Con-
necticut. 
Mr. Sells was laid to rest beside Mrs. 
Sells, at Putnam Cemetery, Greenwich, 
Connecticut, Saturday, March 22, 1924, 
after a simple and beautiful service at 
Al l Souls' Church, Fourth Avenue and 
Twentieth Street, New York. 
The service was conducted by the Rev-
erend Doctor Simon. Beautiful flowers 
in profusion, with pink roses of which Mr. 
Sells was so fond predominating, filled the 
chancel. A sorrowing assemblage from 
every station in life filled the church. 
The honorary pall-bearers were Messrs. 
Ludlam, Dunn, Cook, Vaughan, Bickett, 
Dallas, Willins, Gause, Bell, Scoville, Foye, 
and Wildman. 
As We Knew Him 
WH E N the Unknown Power which shapes our destiny and controls our 
fate removed from among us our beloved 
partner and friend a loss resulted which is 
incalculable. Far reaching in its effect, im-
possible of determination in its ramifica-
tions, varying in degree according to kin-
ship and contact, the loss is invariably keen 
and cutting. From the humblest who 
served him to his closest associates his 
untimely demise leaves a sting of profound 
sorrow. 
The passing of any individual who has 
been connected with an organization for 
twenty-nine years must needs be acknowl-
edged with some regret. But when that 
individual has ministered with fatherly 
care, brotherly affection, loving solicitude, 
patience, politeness, justice and practical 
assistance, to high and low, the grief which 
follows his passing defies description. Such 
is the grief in the Haskins & Sells organiza-
tion occasioned by the death of Elijah 
Watt Sells. 
There are many imprints of Mr. Sells 
on the organization and individuals who 
have been associated with him. His vision 
foresaw the demands of the future. His 
ingenuity developed the structure which 
made provision for meeting the demands. 
Many latent abilities in individuals have 
been made to function by his deft hand and 
sympathetic cultivation. He had the gift 
of inspiration which brought out the good. 
The Service 
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His example stifled the bad. He could 
censure and leave no sting. He could 
correct without offense, because of the 
unbounded confidence in his fairness and 
sincerity. 
No one individual knows the number 
and extent of his beneficences, so quietly 
and unostentatiously were they accom-
plished. Now and then, from unexpected 
sources, come stories of his kindly acts; 
an overcoat to a staff accountant, a pair 
of shoes to a sailor, a traveling case to one 
of his partners who inadvertently admired 
it in passing through a store, a basket of 
fruit to an invalid, food to a needy family, 
money in the hand of a widow; practical 
kindness dispensed constantly and liber-
ally. He was once heard to remark that 
the only thing which a person may take 
with him from this world is a good deed 
done while here. 
On the profession, Mr. Sells' influence 
was unconsciously subtle. His conceptions 
of ethics were high, although he was frank 
to admit that they were the result of a proc-
ess of thought which developed as his con-
cept of the profession took and from time 
to time changed form. In his reminiscent 
moments he has frequently confessed to a 
shock when in the early days a prominent 
English accountant took him to task 
for soliciting practice by correspondence. 
When Mr. Sells saw an error he corrected 
it forthwith. Once his ethical duty in a 
matter was clear nothing could tempt him 
to alter his course. Many of the precepts 
he religiously practiced without in any 
way forcing them on others have borne 
the fruit of formal adoption by the asso-
ciations of accountants to which he be-
longed. 
In his attitude toward the practice of 
accountancy Mr. Sells was broadminded 
to the limit. Any attempt at restriction 
found him a ready and worthy opponent, 
so complete was his faith in the profession 
and the future. He was always a champion 
of unfortunates who made mistakes, be-
cause of his own self-confessed shortcom-
ings in thought and action. 
In the many expressions of kindly 
thought which have been heard since his 
passing, one stands out as being singularly 
terse—"He combined heart with head"; 
there may be added in the words of 
Shakespeare's immortal Julius Caesar, "His 
life was gentle, and the elements so mixed 
in him that nature might stand up and say 
to all the world, 'This was a man!' " 
Words are but clumsy tools with which 
to express deep, penetrating sorrow. Deeds 
carry with them far more conviction. Our 
opportunity to evidence the grief which we 
feel lies in carrying on the work which 
Mr. Sells began; in humbly striving to 
achieve what was his greatest ambition, 
that his firm should lead in high service 
to the world. 
Expressions of Sympathy 
RE P R O D U C E D below are some of the letters and telegrams that were received after the announcement of Mr. Sells' death. The first letter is that from Mr. Geo. 
W. Polk, the Comptroller of Vassar College, for which institution Mr. Sells personally 
executed the first engagement of the firm of Haskins & Sells. 
VASSAR COLLEGE 
Poughkeepsie, N . Y . 
Comptroller's Office March 20, 1924. 
My dear Mr. Ludlam: 
The telegram from your office announc-
ing the death of Mr. Sells reached me to-
day, and it came to me as a great shock. 
Mr. Sells was a noble type of manhood, 
and his passing leaves me with a sense of 
personal loss. Personal contact with him 
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during the years has steadily strengthened 
my regard, and his qualities of mind and 
heart have been a constant source of 
inspiration. He has filled a large place, 
but like all who are inspirationally influen-
tial his was a spirit of humility and 
meekness. 
I hope to be able to attend the funeral 
services, though the extra pressure at this 
season may debar me. 
To yourself personally, and through you 
to all the staff", I express my earnest sym-
pathy. 
Very sincerely yours, 
(Signed) G E O . W. P O L K . 
Mr. Chas. S. Ludlam, New York City. 
300 Madison Avenue. 
March 22, 1924. 
Messrs. Haskins & Sells, 
37 West 39th Street, New York City. 
My dear Friends: 
I feel with you, and for you, in the loss 
of Mr. Sells. 
I loved him, as did everyone who knew 
him. He was my sponsor in the accounting 
profession. I sat with him on committees. 
He was there at the birth of the profession. 
He saw it grow and grew with it, and 
became one of the commanding and out-
standing figures in it. His niche cannot 
be filled. We are better for having had 
him with us and we will be better as we 
think of him. 
It is God's Will—and God's Will be done. 
Sincerely, 
(Signed) CHARLES HECHT. 
D E E R E & COMPANY 
Moline, Ill. 
T . F . Wharton, Secretary and Comptroller 
March 22, 1924. 
Dear Mr. Ludlam: 
I was in Chicago on Thursday and heard, 
with the deepest regret, of the death of 
Mr. Sells. I found your telegram here on 
my return. I wanted very much to attend 
the funeral this afternoon, but circum-
stances were such that it was impossible 
for me to get away. 
I have lost a real friend in the death of 
Mr. Sells, but I am consoled in the knowl-
edge that his fine personality, his sym-
pathy, his helpfulness, his great faith in 
folks will live on and on, and will continue 
to be a living force among the great army 
of people who knew him and loved him. 
His life was an inspiration to me, and 
he had much to do with creating within 
me a desire to live the ideals which he 
cherished and which he practiced. 
I extend to you—his closest associates 
and friends-—my sincerest sympathy, and 
I wish you would convey to the two 
daughters my sorrow with them in the 
loss of their father and my friend. 
Yours very sincerely, 
(Signed) F I N L E Y WHARTON. 
Gallatin, Missouri. 
Haskins & Sells, New York. 
My profound sympathy in the passing 
of Sells, the last of the original accounting 
firm the greatest in all the world. 
A. M . DOCKERY. 
Washington, D . C. 
Haskins & Sells, New York. 
Thank you for telling me of Mr. Sells' 
death. I am shocked and greatly grieved. 
Knowing your love for him I realize what 
a blow this is to every one in your organiza-
tion and I only wish I could command the 
words to express my sympathy. Your 
guiding spirit was my dearest friend. 
G E O . R . JAMES. 
Chicago, Illinois. 
Haskins & Sells, New York. 
The news of Mr. Sells' death shocks me 
beyond expression and fills me with deep 
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personal grief. I entertained for him the 
highest admiration and most sincere affec-
tion. In his going the profession of ac-
countancy in this country loses one who 
has done his utmost to advance its ideals 
and to bring it to its present high plane. 
He deserved the gratitude of every practic-
ing accountant in America and it gives me 
great satisfaction to say that the debt of 
the profession to him was readily acknowl-
edged by all who knew him and his work. 
I regret that I cannot further indicate my 
feeling by attending the services on Sat-
urday. 
EDWARD E . G O R E . 
St. Petersburg, Florida. 
Haskins & Sells, New York. 
Mrs. Chase joins me in sorrow for Mr. 
Sells' death and sympathy for the family 
and friends. No one in the profession had 
warmer friends and admirers than Elijah 
Sells has. With Mr. Haskins he has left 
an ineradicable record upon the pages of 
accountancy history in this country. 
H A R V E Y S. CHASE. 
H E N R Y C. M A G E E 
Stephen Girard Bldg. 
Philadelphia, Penna. 
March 22, 1924. 
Messrs. Haskins & Sells, 
37 West 39th Street, New York City. 
Gentlemen: 
It is with extreme regret that I learn of 
the death of Mr. Sells. Although not 
knowing him intimately, I have had the 
honor of knowing him professionally for 
the past twenty years, and can therefore 
appreciate in some measure what the pro-
fession owes to him and the standards for 
which he and his firm have always stood. 
We had expected to have the pleasure 
of a visit of Mr. Sells to our Pennsylvania 
Institute, of which he had been a member 
since 1905, but his illness prevented his 
acceptance of our invitation. 
May the light which he burned on the 
altar of our profession always be tended by 
the members who remain. 
Very sincerely, 
(Signed) H E N R Y C. M A G E E . 
Wilmington, North Carolina. 
Haskins & Sells, New York. 
The great loss you have sustained in the 
sad death of your beloved chief, Mr. Sells, 
is more than local and we humbly ask to 
express the great sympathy that fills our 
hearts by the passing of one of America's 
leaders. 
T H E ORTON H O T E L . 
Philadelphia, Pennsylvania. 
Haskins & Sells, New York. 
Am grieved to receive the sad news con-
tained in your telegram. Please express 
to the family and to the surviving partners 
my sincere sympathy. Twenty-one years 
ago it was my duty as secretary of the 
Federation to summon to New York City 
the presidents of all the constituent so-
cieties to serve as pall-bearers at the funeral 
of the late Charles Waldo Haskins. 
GEORGE WILKINSON. 
Baldwin, Kansas. 
Haskins & Sells, New York. 
Baker University trustees, faculty and 
alumni deeply mourn death of Elijah Watt 
Sells. 
W. B. FLEMING, President. 
London. 
Hasksells, New York. 
We beg very respectfully to convey to 
you our sincere sympathy in the loss which 
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you as a firm and the profession of ac-
countancy in the United States have sus-
tained in the lamented death of Mr. Sells. 
DELOITTE. 
London. 
Hasksells, New York. 
Have received your sad news with deep-
est regret. 
P E L H A M FORD. 
Havana. 
Hasksells, New York. 
Havana office shares your sorrow in our 
great loss. 
HASKINS & SELLS. 
New Orleans, Louisiana. 
Haskins & Sells, New York. 
We express our deepest sympathy and 
sorrow at the passing of Mr. Sells where 
membership and presence in the organiza-
tion of which we are a part has been an 
inspiration and the memory of whose ideals 
and friendliness will guide us in the future. 
M E M B E R S N E W ORLEANS STAFF 
HASKINS & SELLS. 
BARROW, W A D E , GUTHRIE & Co. 
120 Broadway 
N E W Y O R K 
March 20, 1924. 
Messrs. Haskins & Sells, 
New York. 
Gentlemen: 
The partners of this firm regret exceed-
ingly to see the announcement of the death 
of your late senior partner, Mr. Elijah 
W. Sells, and desire to express to each and 
all the members of your firm their sincerest 
sympathy. 
We feel, along with many others, the 
profession has lost in the death of Mr. Sells 
one of its conspicuous leaders, and a worthy 
pioneer in the accounting profession. 
Mr. Sells was one who constantly strove 
for the conduct of business upon a high 
ethical plane, and in this respect, if for 
no other, his death becomes a personal loss 
to the profession at large, and all its indivi-
dual members. 
Very sincerely yours, 
(Signed) BARROW, W A D E , GUTHRIE & Co. 
F R E D WITTE F U R COMPANY 
37 West 39th Street 
N E W Y O R K 
March 20, 1924. 
Col. A. H . Carter, 
New York City. 
Dear Sir: 
It is with deepest regret that we learn 
of the death of Mr. Sells. May we be 
permitted in our humble way, to express 
to you and your family our sincere sym-
pathy in this hour of bereavement? 
Mr. Sells, you may rest assured, will be 
missed not alone by his relatives, but by 
all who had the honor of knowing him. A 
man of more noble character does not 
exist and he will always be remembered 
by those who knew him. 
May I in this connection ask just one 
question? Do you propose to close the 
building on day of funeral? I personally 
shall consider it an honor to pay homage 
to the passing of a man like Mr. Sells. 
Very truly yours, 
FRED WITTE F U R C O . 
(Signed) FRED W I T T E . 
207 W E S T TWENTY-FOURTH STREET 
N E W Y O R K CITY 
March 22, 1924 
Messrs. Haskins & Sells, 
New York City. 
Dear Sirs: 
May I express my very deep sympathy 
with the members of your firm in the loss 
which you have sustained by the death of 
Mr. Elijah W. Sells. It is a loss which 
bears heavily upon the entire accounting 
profession and upon the business com-
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munity generally. Mr. Sells was regarded 
by all who knew him as a man whose 
influence as a leader of men was always in 
the direction of truth. I can well realize 
how severely his loss will be felt by those 
who were closely associated with him in 
his work. 
Believe me, 
Yours sincerely, 
(Signed) HERBERT C. F R E E M A N . 
MERCANTILE TRUST COMPANY 
Saint Louis 
March 21, 1924. 
Mr. C. S. Ludlam, 
Haskins & Sells, 
New York City. 
My dear Mr. Ludlam: 
I was greatly shocked to learn of the 
death of Mr. E . W . Sells. His passing is 
a great loss to you and your associates, 
as well as the country at large. 
Please convey to his family, and accept 
for yourself, my sincere sympathy. 
Very truly yours, 
(Signed) FESTUS J . W A D E . 
March 23, 1924. 
Haskins & Sells, 
New York. 
Dear Sirs: 
I wish to extend my sympathy to the 
firm, and staff, in the loss of Mr. Sells. 
Sincerely yours, 
(Signed) J . C. T I F F A N Y . 
210 Eighth Street, Hoboken. 
Detroit, Michigan. 
Haskins & Sells, New York. 
The members of the Detroit staff have 
received with profound sorrow the advice 
of the death of our Mr. Sells. Please 
accept this joint message as our general 
and sincere expressions of sympathy with 
relatives and associates. 
M E M B E R S DETROIT STAFF. 
56 P I N E STREET 
N E W Y O R K 
March 24, 1924. 
Dear Mr. Ludlam: 
May I on behalf of all my partners and 
myself express to you our deep sympathy 
with you and all your partners in the loss 
of Mr. Sells. I had hoped to have the 
opportunity of doing so at Al l Souls' Church 
on Saturday, but the very large attendance, 
which must have brought home to all who 
were there the great esteem and regard in 
which Mr. Sells was held, made that im-
possible. 
I will not attempt to appraise what Mr. 
Sells has done for the profession. Perhaps 
it is sufficient to say he lived up to the high 
standard Mr. Haskins had set. I would 
however add that the sense of personal loss 
you must all feel is shared by all who knew 
him. For myself I shall miss him very 
much. 
Yours with deep sympathy, 
(Signed) GEORGE O . M A Y . 
WEST, FLINT & Co. 
40 Rector Street 
New York 
March 20, 1924. 
My dear Mr. Ludlam: 
The shock which has come to all of us 
with the news of the passing of Mr. Sells 
has come to you with much greater force, 
and I want to be allowed the opportunity 
of expressing my deep sympathy with you 
and my individual sense of loss as well as 
giving expression to my appreciation of 
the splendid qualities which he possessed 
in such high degree. 
We have all lost a friend. 
With kindest regards, 
Yours very truly, 
(Signed) JOHN FLINT. 
Mr. C. S. Ludlam. 
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Prize Essays 
FORTY-TWO members of the organiza-tion entered the prize competition 
under which the firm offered, on November 
19, 1923, prizes of $100, $50, and $25, 
respectively, for the three best essays sub-
mitted on the subject of "How May We 
Improve the Quality of Our Service to 
Clients?" Sixteen practice offices were 
represented, including London and Paris. 
New York Thirty-ninth Street office had 
the largest representation, with eleven con-
testants. 
Al l essays were read critically by two 
members of the firm who selected ten for 
final consideration. Such selections were 
then read carefully by three additional mem-
bers of the firm, including one from out of 
town. The first, second, and third choices 
of the entire five readers were then weighted. 
The awards were made to the contestants 
receiving the three highest ratings. 
First price of $100 was awarded to Mr . 
S. B. Stevenson, Thirty-ninth Street office; 
second prize, of $50, to Miss J . M . Palen, 
Broad Street office; third prize, of $25, to 
Mr. E . L . Kincaid, Newark office. Honor-
able mention was also given to Messrs. 
W. A. Dunning, Dallas; J . E . Barnett, 
Atlanta; C. C. I. Oehler, Broad Street, 
all three of whom submitted essays equally 
meritorious. 
It is a matter of some surprise that more 
essays were not submitted. On the other 
hand, those received were generally of a 
high order and showed evidence of careful 
thought. Perhaps what was lacking in 
quantity was made up in quality. Prac-
tical value of the suggestions constituted 
the principal basis for judging the essays. 
Many of the papers which were rejected 
from final consideration, even though lack-
ing in a sufficient number of practical sug-
gestions, contained one or more points of 
value. Notwithstanding the meager num-
ber of essays submitted the value of the 
suggestions made and the insight thereby 
afforded into the reactions on the subject 
of those who entered the competition 
make the contest well worth while. The 
future will doubtless throw some light 
on the matter. The prize winning essays 
follow. 
How May We Improve the Quality of Our Service to Clients? 
By S. B. STEVENSON 
THE quality of our service to clients 
depends upon the soundness of the 
procedure followed in prosecuting the en-
gagement, the informative qualities of the 
report, the knowledge, character and exer-
tions of the individuals entrusted with the 
field work, and the nature and extent of 
contacts with clients on the part of prin-
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cipals of the firm. These elements will be 
considered in the order named, though at 
certain points they are so inter-related as 
to be difficult of distinction. 
Adequate instruction in matters of tech-
nique and procedure are provided by the 
firm; hence this phase of the subject will 
receive only brief comment. 
On recurring audit engagements a ten-
dency exists to follow too closely the work 
of prior audits. This may be due to fear 
that a decided departure from previous 
practices, adopted possibly by agreement 
with the client, might give rise to doubts 
as to the quality of the present or of past 
service; but such a consideration can not 
justify procedure which may, through 
changing conditions, become inappropriate. 
Greater emphasis than in the past might be 
given to this fact. 
Similarly, greater emphasis might be 
given to the advisability of assembling and 
studying, early in the engagement, signif-
icant data taken from the client's financial 
statements and general records. This would 
provide an invaluable guide for the subse-
quent work and would have prevented 
many of the humiliations which account-
ants have suffered in the past. 
The cost of our services may be reduced 
and their value correspondingly increased 
through arranging that parts of the work 
be performed by the client's staff. Thus, 
many schedules and analyses may with 
advantage be supplied by them, thereby 
limiting our work to that of verification, and 
effecting considerable economies with little 
or no loss in effectiveness. Greater efforts 
toward securing co-operation of clients in 
this respect will yield gratifying results. 
Statistical methods of comparing data 
should be employed more freely. Graphic 
charts are difficult to use in ordinary 
reports because troublesome to reproduce, 
but various types of averages may be 
used with illuminating results. For ex-
ample, a "moving average" of sales or 
expenses frequently discloses general trends 
of great interest. 
Valuable suggestions may be made to 
clients as to the assembly and use by them 
of data available in government and other 
reports. The intelligent use of information 
from such sources would have prevented 
the initiation of many disastrous policies. 
The reader of a report should find in 
it the answers to many of the questions 
which arise in considering the condition of 
a business. For example, the net working 
capital, the working capital ratio, the rate 
of inventory turnover, and the ratio of 
expenses to volume of business are matters 
of great moment in visualizing the condi-
tion of a business, and consequently should 
be so treated in a report as to save the 
reader the effort of computation. Again, 
greater use should be made of comparisons 
and of operating and financial ratios, both 
in comparing the period under review with 
other periods, and, in some cases, compar-
ing the particular business with others in 
the same industry. 
At present many clients may not desire 
reports of this character, but judicious 
efforts to present matters of such impor-
tance in a form comprehensively analyzed 
and therefore easily digested will even-
tually be recognized as invaluable. 
Responsibility for the informative quali-
ties of reports devolves primarily upon the 
accountant in charge. Much may be accom-
plished by a skillful reviewer, but certain 
hazards attend his efforts to do, in our 
office, the work that should be done in the 
field. 
It is presumed that every member of 
the field staff has received considerable 
instruction in the theory of accounts. Such 
instruction, however, is usually not suffi-
ciently specific, and does not deal ade-
quately with certain problems arising in 
practice. Thus, the necessity, in verifying 
the additions in columnar cash books, of 
considering the discount columns is com-
monly ignored. 
The system of staff conferences recently 
inaugurated in New York provides means 
of making available to the individual ac-
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countant the accumulated experience of 
the staff as a whole. These should be 
continued and an effort made to secure 
more general participation in the various 
discussions. 
It is essential that the representatives 
of the firm establish and sustain a high 
reputation for sound business judgment as 
well as technical skill. This constitutes a 
serious problem, for the work entrusted to 
a given individual is likely to be so miscel-
laneous in character as to make it difficult 
for him to reach sound conclusions as to 
the basic characteristics of an industry. It 
is suggested that members of the firm and 
others approaching that status might prof-
itably undertake to further the growth of 
the individual staff member in this respect. 
In addition to their superior attainments 
they enjoy the advantage of dignified as-
sociation with many substantial men of 
affairs as compared with the limited op-
portunities of most staff members. 
Staff accountants, on their part, should 
familiarize themselves with the character-
istics of various industries in respect of 
working capital and fixed property require-
ments, turnovers, etc. A book of recent 
publication affords great assistance in 
respect of conditions during a number of 
years ended with 1921. The data which it 
presents might be continued as to subse-
quent years for a few representative com-
panies by the individual accountant or on 
a more comprehensive scale by the firm. 
Thus equipped with general knowledge of 
the history of business during recent years, 
the accountant would be better able to 
incorporate in his reports matters of out-
standing interest, and, moreover, to sustain 
a satisfactory part in general conversation 
with present and prospective clients. 
Narrowness of view is frequently at-
tributed to accountants as a class. To 
destroy any basis for such an opinion as 
applied to our representatives, interest 
should be stimulated in the more valuable 
works dealing with economics and finance. 
In some quarters accountants are re-
garded as deficient in ability to "mix," 
and as negative and meticulous. Realizing 
that the secrecy which normally surrounds 
his work, and the habit of reticence engen-
dered thereby, tend to place him at a 
disadvantage from a social viewpoint, the 
accountant should strive to overcome this 
disadvantage by general reading and cul-
tural improvement. If the individual is 
encouraged in his efforts to correct this tend-
ency, greater impressiveness of the staff as 
a whole will result, which in turn through 
greater cooperation by clients, will result 
in improving the quality of our work. 
The character of a person is determined 
by heredity and environment; hence, is not 
susceptible to material change through 
action of the firm. His attitude in execut-
ing the work assigned to him is governed 
primarily by his character and the nature 
of his relations with the firm. In general, 
therefore, these aspects of the problem 
under consideration may be summarized 
as matters of care in employment of 
assistants and of maintenance of satisfac-
tory relations with them. The limits of 
this essay will not permit extended con-
sideration of these subjects. 
As an accountancy practice grows, the 
difficulty of maintaining close relations 
with clients increases. As a result our 
services are not sought in many cases 
where they are needed greatly, as, for 
example, in valuing good-will and arrang-
ing the terms of certain contracts. 
The most effective means of maintaining 
satisfactorily close relations with clients 
is through more frequent contacts with 
them by the firm's principals. Since the 
limited number of the latter makes this 
difficult, however, the duty of keeping in 
touch with clients may be delegated to 
certain responsible members of the staff 
subject to the general supervision of a 
principal. While this method is hazardous 
in that an individual may prove unequal 
to his responsibility, on the other hand it 
may disclose latent administrative ability 
of a high order. 
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How May We Improve the Quality of Our Service to Clients? 
By J . M . P A L E N 
AS this is a personal service organiza-tion, the first way to improve the 
quality of the service is to improve the 
quality of the staff. 
Unfortunately, the service which ac-
countants render is to a large degree 
seasonal. This means that around the first 
of each year a great many new men must 
be employed. While generally these men 
are capable, it sometimes happens that 
in the rush of work an untried man is 
sent out in charge of an engagement, who, 
without supervision, is not capable of 
performing a real audit. 
While not entirely preventable, this oc-
currence might be less frequent if new men 
were subjected to a more comprehensive 
oral questioning on the subject of auditing, 
by someone of tact and broad accounting 
experience. 
After assigning the accountant in charge 
the principal should not consider his con-
tact with the engagement finished. Clients 
employ Haskins & Sells because of the 
reputation which various members of the 
firm have established. The client is not 
always able to appreciate the high-grade 
work of the staff man, but receives a favor-
able impression if a principal comes to his 
office during the progress of the work and 
evinces some knowledge of his affairs. 
This visit may, in fact, greatly facilitate 
the work through the special opportunity 
for obtaining information. The principal 
meets the important members of the 
client's organization, whereas the staff man 
frequently has difficulty in getting in touch 
with any but subordinates. Through dis-
cussion with the heads of the concern the 
principal may learn of special uses to which 
the report is to be put; whether the 
previous report was satisfactory, and if 
not, why not; also whether there are any 
special matters to be covered. It may even 
be found that no report is necessary other 
than an oral one or a letter to the effect 
that the accounts have been found to be 
correct. The discussion may bring out 
that certain work which the client has 
asked to be done is in reality unnecessary. 
If so, real good-will may be created by 
telling the client the facts, 
Frequently the discussion may be drawn 
to taxes, system, or other special features, 
resulting in an extension of the service. 
In connection with the actual field work 
many methods of improvement suggest 
themselves. 
In the first place, although there is no 
question that a man who has performed a 
particular audit several years in succession 
can usually do the work more expeditiously 
than anyone else, there is question as to 
whether his audit is as good as a new man's 
would be. He gets stale; he fails to give 
proper consideration to changing condi-
tions; the office staff learns his methods 
and how to evade them. A new man may 
take more time but he brings a fresh view-
point and adds the element of surprise. 
The accountant himself, by taking 
thought, may constantly improve the 
quality of his service. 
Instead of plunging into the detail work 
immediately upon his arrival he may well 
spend the first few hours in drawing up a 
rough balance sheet and income statement, 
studying the system, or perhaps even 
going through the plant to find out how 
the business functions. 
In respect of some of the problems indi-
cated in the foregoing pages, action has al-
ready been initiated. However, as pointed 
out specifically in several instances, greater 
emphasis may be given, so effecting further 
co-ordination of the unceasing efforts of 
the firm to improve the quality of services 
to a varied clientele. 
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Copies of statistics compiled by the 
client, such as trial balances of accounts 
receivable and payable, securities, etc., 
may be utilized with some saving of labor. 
In a manufacturing or trading concern 
one of the most important features of the 
audit is verification of the inventory. It is 
the asset most easily overstated or under-
stated, either by design or through mis-
take. Instead of being content with verify-
ing the prices and computations and apply-
ing the usual gross profit, turnover, and 
other tests, the accountant should make 
some attempt to determine that the quan-
tities shown are on hand and owned by 
the concern and that they represent usable 
goods. Inventory certificates may be 
taken. Certain items may be tested by 
actual count. In a business permitting 
many returns special care should be taken 
to determine that returned merchandise 
included in the inventory has been credited 
to customers. 
Frequently sufficient attention is not 
given to the customers' accounts. The 
accountant should be able to express an 
opinion of his own regarding the collecti-
bility of the accounts receivable. 
An erroneous assumption is sometimes 
made that because a member of the firm 
or an officer of the company has certain 
features of the business directly under his 
control, it is not necessary for the account-
ant to investigate them. This is particu-
larly applicable to brokerage houses, where 
one member may have the duty of seeing 
that all accounts are properly margined. 
There is no assurance, however, that he 
is carrying out this duty properly, and it 
is incumbent upon the accountant to see 
that the accounts are in order, regardless 
of who keeps them. 
Helpful suggestions may often be made 
to the office staff, and if made in a friendly 
spirit often result in cooperation which 
greatly facilitates the work. 
The accountant should be informed on 
the matter of taxes and may save the 
client money thereby. In this connection, 
he should always recognize opportunities 
for bringing in a principal where there are 
important features or possible new work 
to be discussed. 
The report is the tangible evidence of 
the accountant's work. In its preparation 
he should use to best advantage his par-
ticular function of interpreting for the 
owners or managers of the business the 
figures which their employees have com-
piled. 
When we consider how much work is 
attached to an audit and what an amazing 
number of things may be read from the 
figures thus verified, it is disappointing to 
see how little of value is put before the 
client. 
In probably ninety per cent. of our re-
ports which contain a statement of income 
and profit and loss, that statement would 
have much more practical value if it 
showed not only comparisons with a pre-
vious period, but the ratio of each item of 
expense to the cost of goods sold and com-
parison of the ratios with the corresponding 
ratios for a preceding period. Such a 
statement would have six money columns 
instead of three, as at present. 
The comments may contain very prac-
tical advice where the statements indicate 
inefficient use of capital in any of its forms. 
If the client carries an unnecessary 
amount of cash in the checking account, a 
suggestion may be made that excess funds 
be carried on special deposit at a higher 
rate of interest, or that they be invested in 
high-grade, readily marketable securities. 
An excessive investment in merchandise 
or receivables may be tactfully brought 
out, perhaps through ratios and com-
parisons thereof with prior periods or with 
ratios obtaining in similar businesses. Be-
sides the published information of this 
kind, the accountant has access, through 
an index in the file room, to the firm's own 
reports on similar industries. 
Comparisons with similar industries may 
of course be made with respect to income 
and expense as well as balance sheet items. 
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Some firms use graphs to bring out force-
fully trends over a period of years. Are 
there not instances where Haskins & Sells 
might use graphs to advantage? 
In connection with the condition of the 
accounts receivable it may be pertinent to 
criticize the credit and collection methods. 
Mention may be made of purchase and 
sales commitments where, after all factors 
have been considered, they appear to be 
out of proportion to each other. The 
accountant should be very sure of his 
ground, however, before he puts his com-
ment in the form of a criticism. 
Lack of proper physical control over mer-
chandise has caused heavy losses, and 
clients are always interested in suggestions 
leading to a better control. 
A deficiency or excess of insurance car-
ried is likewise a matter of practical 
interest. 
Occasionally we find a concern so con-
servative that it cripples its business rather 
than borrow. Our advice to it to negotiate 
bank loans or obtain new capital may be 
wasted, but if tactfully offered it may be 
graciously accepted. 
The use of trade acceptances is not even 
yet nearly so general in this country as 
abroad, and we ought, wherever appro-
priate, to explain their advantages to 
clients. 
There are many other subjects for com-
ment which will suggest themselves in 
various circumstances. The accountant 
who tries to put himself in the client's 
place will know what is practical and ap-
propriate in each instance. He should 
study the business as a whole and remem-
ber that the keeping and auditing of 
accounts is only a means to the universal 
object of making profits. With this in 
mind he will try to give the client what he 
wants, provided no ethical principle is 
violated. 
Service to the public in general could be 
improved if special attention were given 
to reports for credit purposes. Such re-
ports ought to answer the questions on 
which banks reasonably expect accountants 
to be informed. The form might deviate 
considerably from what we regularly use. 
There is, of course, the necessity for 
pleasing the client in this matter, but where 
his consent is obtained it appears that 
much could be done. 
Probably the one thing which would do 
most to improve the quality of account-
ant's services in general would be the 
general adoption by business concerns of a 
natural business year. Its advantages are 
known to all accountants. It therefore 
behooves us to recommend its adoption to 
all who might advantageously use it. 
How May We Improve the Quality of Our Service to Clients? 
By E. L . KINCAID 
FIRST we must decide what "our service to clients" comprehends. In other 
words we shall try and state in general 
terms what we, as accountants, mean by 
this clause. 
In brief, we mean that each engagement 
must be so executed that the service ren-
dered to the client and the public will be 
the result of the highest quality of pro-
fessional training in accountancy and prac-
tical field accounting experience, at the 
same time bringing the engagement to a 
timely completion. 
You will note that the definition is com-
posed of two parts, both equally essential 
for the advancement of the profession. 
However, the latter part of the definition 
will always follow as a natural result if we, 
as accountants, successfully fulfill our obli-
gations as called for by the first part of the 
definition, namely, "Each engagement 
must be so executed that the service ren-
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dered to the client and the public will be 
the results of the highest quality of pro-
fessional training in accountancy and prac-
tical field accounting experience." 
There are numerous methods, plans, and 
thoughts, which give promise of affording 
improvement in our service to clients. 
However, to discuss adequately all of these 
would be impossible within the limits of 
this article. Therefore an attempt will be 
made to present for your consideration 
only two of these methods. 
The Wednesday night conferences held 
under the supervision of the Department 
for Professional Training have brought out 
the need of a standardized field accounting 
technique. We have made great strides in 
standardizing our reports. Why should we 
not apply like thoughts to our field work? 
It is not to be inferred that the belief is 
held that model answers or rules can be 
applied to the myriad of questions and 
conditions that arise during the course of 
an engagement. It is agreed that such is 
impossible. However, it is possible and 
practical to form partial model answers to 
questions, to insist on a minimum of work 
in the verification of certain accounts com-
mon to most engagements, to set up a 
Haskins & Sells practical standard of field 
accounting technique to be maintained in 
the carrying out of engagements. This 
information cannot well be handed to 
the accountant in charge at the time of 
starting the engagement. This proposed 
Haskins & Sells practical standard must 
be the result of constant field supervision 
and a properly conducted educational 
program. 
There is no doubt that the accountant 
in charge welcomes the visit, during the 
field work, of the managing partner, the 
office manager, or the supervising account-
ant. It affords him an opportunity to 
ask numerous questions and thus assure 
himself on the difficult points of the field 
work at hand. These visits cannot be 
too frequent and should be extended to 
the fullest degree. However, this is not 
always possible during the peak of the 
busy season, or at other times, for good 
and sufficient reasons. This condition 
necessitates a supplement to field super-
vision that will touch every engagement. 
It is proposed that the present reviewing 
department be enlarged by the inclusion 
therein of a reviewer of field accounting 
technique. This reviewer through his pro-
fessional and practical knowledge in ac-
countancy, and through predetermined 
Haskins & Sells practical standards will 
be in a position to judge of the quality 
and adequacy of the field work performed. 
Of course, these Haskins & Sells practical 
standards of necessity will be of a most 
flexible nature. 
Upon the completion of an engagement 
the accountant in charge will report to 
this proposed department with his com-
pleted working papers. Then the reviewer 
with the trial balance open before him and 
the working papers as a reference will 
review the results of the field work. Such 
leading questions as the trial balance or 
the nature of the engagement indicates 
will be asked. What was done in the veri-
fication of the various accounts will be 
ascertained. The working papers will be 
scrutinized. During the process of this 
review constructive criticism will be used 
where conditions warrant. The time re-
quired for such a review will be compara-
tively short. The results will be most 
gratifying. Through this educational pro-
gram a high grade of field accounting 
technique will be assured and an extraor-
dinary amount of unnecessary analyses, 
that mean wasted time will be eliminated. 
Could any one thing do more to improve 
the quality of our service to clients? 
Another extremely fertile field for im-
proving our service to clients is in our 
rendered reports. In my mind there is 
no doubt whatsoever that the rendered 
reports of Haskins & Sells are second to 
none rendered by members of our pro-
fession. But even with all of this to their 
credit do they give the client, the banker, 
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the public, everything that they have a 
right to expect? 
It must be admitted they are lacking. 
In what? In presenting as a separate 
exhibit of the reports a comparative state-
ment of financial and operating ratios 
covering a period of years. The client is 
given a balance sheet, statement of income 
and profit & loss with supporting sched-
ules, a few pages of uninteresting but neces-
sary comments and qualifications, and 
sometimes a statement in comparative 
form. There we stop. Just as we are 
getting over the perfunctory part of the 
work we decide we have a finished product. 
It is just at this point that we can begin 
to be of real service to the client. 
By means of a separate statement we 
should bring to the client's attention the 
present relative condition of his business 
as compared with past years. The client 
is far more interested in knowing whether 
or not his business is enjoying a healthy 
growth, than he is interested in a balance 
sheet or statement of income and profit 
& loss. If by means of a statement show-
ing various ratios, etc., we can point out 
the weak and strong parts of the present 
condition of his business we will be render-
ing a vital service to the client. 
Even though the organization is thor-
oughly departmentalized each department 
is submitting monthly comparative state-
ments, there is no reason why we should 
not render an independent resume of the 
results of operations or conditions through 
the mediary of a separate exhibit. 
The most convincing argument for the 
above proposal is to read the recent book, 
"Financial and Operating Ratios in Man-
agement," by J . H . Bliss, and apply the 
thoughts gleaned therefrom to our reports. 
It is far too comprehensive a subject to 
begin to be expounded in a few hundred 
words. 
There can be no substantiating argument 
advanced that it would greatly increase the 
cost of our service to the client. Our 
working papers at present contain most 
of the essential information necessary to 
prepare such an exhibit. After preparing 
the initial exhibit it would be possible to 
prepare a like statement in future years, 
on a comparative basis covering several 
years, with an expenditure of a few hours 
spent in making calculations. Also it is 
predicted that it would prove to be one of 
the most interesting statements prepared 
by the accountant, from his point of view 
as well as that of the client's. 
The following is suggested information 
that could be embodied in such a state-
ment. It is by no means exhaustive. Also 
there has been no attempt to apply the 
arrangement or contents thereof to any 
one class of business. It would be neces-
sary to supplement such a statement with 
the necessary comments to bring to the 
client's attention pertinent conditions and 
changes. 
T H E B L A N K COMPANY 
Statement of financial and operating ratios 
for the years ended December 31, 
1923, 1922, 1921,1920 
Year ended December 31, 
1923 1922 1921 1920 
Balance Sheet Relations: 
A—Net working capital 
B—Net working capital ratio 
C—How capital is invested 
(i. e. The proportion of total capita! 
in each class of assets) 
D—Source from which capital is secured 
(i. e. The proportion of capital se-
cured from each of the various 
sources) 
E—Book value of common stock. 
Income Statement Relations: 
F—Gross profit per cent. on sales 
G—Selling expenses per cent. on sales. . . . 
H—Administrative and general expenses 
per cent. on sales 
I—Operating profit per cent. on sales. . . . 
J—Net income per cent. on sales 
K—Interest costs per cent. on sales 
Measures of Earnings and Turnover: 
L—Per cent. earned on net worth 
M—Per cent. earned on common stock.. . . 
N—Cost of borrowed money. 
O—Per cent. of operating profit on total 
capital 
*P—Turnover of all capital 
*Q—Turnover on fixed property 
*R—Turnover of inventories 
*S—Turnover of accounts receivable 
T—Fixed property expenses per cent. on 
plant investment 
*NOTE.—Stated as dollars of sales per one dollar of capital used. 
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Advertising Pays 
THE public accountant who hawks his 
wares for the purpose of gain incurs 
the wrath of his estimable contemporaries 
whose sense of fitness holds dignity high in 
the scale of professional attributes. 
The better element in the profession 
frowns on advertising. The newspaper 
publishers apparently frown on the pro-
fession for its so-called straight-laced policy 
on the advertising question. 
The young practitioner whose education 
has been proper is a victim of mixed emo-
tions when confronted with the practical 
problem of advertising. It is not to be 
considered strange that ethics become sub-
ordinate to necessity when his only hope of 
paying his bills is finding use for his services. 
Accounting is a profession; not a busi-
ness. If a person is devoid of professional 
instincts he has no place in public account-
ing. The basic instinct is a desire to serve. 
The true reward of service is satisfaction. 
The customary and even ethical notion 
of professional practice is less altruistic 
than the theoretical ideal. Common sense 
dictates a blending of fair fee with fair 
service. Undue emphasis on the compen-
sation has upset many a professional career. 
In The Lamp of the Standard Oil Company 
we read, "Most men who have money 
earned it after they found that the financial 
reward was the least important thing about 
their work." 
Somewhere there has been related the 
story of a florist and landscape gardener 
who found out enough about the living con-
ditions and tastes of a casual city-bred 
customer to sell him a fern which with care 
would outlast three of the ordinary variety. 
The customer prospered, enjoyed the fern, 
and remembered the florist. When he 
moved to the country and required the 
services of a landscape gardener the florist 
was rewarded with a substantial order. 
No money-bought advertising can com-
pete with that which springs from genuine 
service. Advertising pays,—if it is the 
right kind of advertising. 
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Recasting Procedure 
NE V E R perhaps in the history of the accountancy profession has oppor-
tunity knocked harder at the door. The 
opportunity exists in rendering to clients a 
service more distinctly helpful, more genu-
inely valuable, and manifestly more useful 
to business administration. 
It is traditional of the public accountant 
that he has looked upon his functions 
largely as confined to reviewing and verify-
ing. For some unknown reason he has 
thought it unfitting that he should go be-
yond the accuracy and truth of recorded 
financial transactions and their statement 
in technical form. His sphere has been 
considered to preclude him from possessing 
business intelligence and judgment in 
matters outside of accounting technique. 
Here and there, however, certain ac-
countants have broken away from the 
hide-bound notions which circumscribe the 
traditional accountant in his work. To 
the amazement of their fellow practitioners 
such presumptuous accountants have be-
come eminently successful in the estab-
lishment of practice. Why they are so 
sought after by business men and bankers 
is a mystery to those whose concepts of 
practice permit of no change. 
To paraphrase a well known advertise-
ment, "The client's nose knows," and there 
is abundant evidence to show that this dis-
criminating sense has detected a bad odor 
on the part of the accountant who persists 
in selling clerical service and typewritten 
sheets at professional rates. 
Is there any wonder, when an accountant 
approaches an engagement with some busi-
ness intelligence and not only verifies facts 
and figures but tries to interpret the data 
and results examined, that he is preferred 
over the one who leaves nothing helpful 
with the client who pays the fee? 
Is there any comparison in the matter of 
respect on the part of a client between an 
accountant who gives him a copy of his 
books with a recital of the verification pro-
cedure and one who in addition to verify-
ing, points out trouble-spots, inefficiencies, 
unsound policies, and wrong practices, and 
suggests remedies? Is there any doubt if 
such suggestions are practical and sensible 
that they will be favorably received? 
Naturally, an accountant who recom-
mends tearing down and reconstructing all 
the plant buildings in order to adapt them 
to some advanced scientific production 
scheme will find little favor with a client. 
But such suggestions are not compre-
hended in the sensible class and breed 
contempt rather than the confidence on 
which professional service rests. 
There is a growing tendency on the part 
of those who have occasion to utilize the 
services of public accountants to expect 
more constructive service. Accounting is 
a means to an end. It has too long been 
regarded as the end. The accountant is 
presumed to know not only how to obtain 
results but what the results mean. Busi-
ness men are coming more and more to 
expect that accountants will tell them what 
interpretations may be placed on the 
figures which the accounting process pro-
duces; how the conclusions may be applied 
to the future conduct of the business. Post-
mortems in the practice of medicine do 
more than satisfy curiosity. They afford 
a basis for more intelligent future practice. 
The growing expectations of clients place 
a somewhat new and heavier responsibility 
on public accountants. Somewhat clumsy 
in their methods, steeped in traditional 
technique, woefully weak in their ability to 
interpret, and frequently devoid of business 
judgment, accountants who would meet 
the demands of modern practice are con-
fronted with the task of getting busy on a 
new program of thought, study and 
methods of procedure. 
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It is not sufficient that financial results 
be verified and stated. They must be 
interpreted. Their bearing on what 
follows must be explained. As historical 
facts they have little value unless they are 
made to serve in correcting errors of the 
past and shaping the policy of the future. 
Admittedly this is a large order for ac-
countants to fill. If they are not compe-
tent to meet the exactions and expect to 
survive they must turn to study and learn 
how to deliver the goods. It is inconceiv-
able that they will shirk the responsibility 
and the task. But the job must be faced 
with the conviction that there is much to 
be learned and the will to spend time, 
money, and gray-matter in accomplishing 
the purpose. 
The future, beyond doubt, will see a prac-
tice considerably revolutionized. The 
needs of the business public are changing. 
Business education has brought the light to 
thousands of proprietors and executives in 
the field of commerce and finance. The 
number is growing at a rate beyond com-
prehension. Modesty need not prevent 
accountants from attributing the modern 
development in business education largely 
to certain schools founded during the past 
twenty-five years with accountancy as their 
purpose. 
But recognition of the change in business 
needs as they relate to accountancy is not 
sufficient. Action to meet such changed 
conditions must follow. Old methods of 
procedure will not produce results com-
patible with the changed requirements. 
The future procedure, recast, enlarged, re-
fined and adapted, must be built from a 
new point of view; based on modern 
demands. 
Considering the foregoing, accountants 
who desire to keep abreast of the times 
might well adopt the following: 
"Resolved, that we put ourselves in the 
way of rendering to clients service and re-
ports which will be increasingly construc-
tive and useful." 
With this in mind, we have given effect, 
June 1, to a revision of our own organiza-
tion, resulting in a new department to be 
known as the Technical Procedure Depart-
ment. After a reasonable period of re-
search this department will be charged 
with correlating field work and reports and 
in supervising the service to clients. The 
undertaking is a big one. It will involve 
time, thought and money. It will need 
the wholehearted support and cooperation 
of every person in the organization. The 
possibilities are great. The future holds 
the results. 
Lighting Up the Truth 
TH E practice of accountancy is so com-plex that one may easily get the im-
pression of contradiction in various pre-
cepts of procedure which are laid down for 
guidance. 
Starting from the premise that a dull, 
dead report is an abomination unto a client 
the natural course is to argue for reports 
which are live and interesting. 
We are told that statistics improve a re-
port. There is at present a distinct tend-
ency to make increasing use of ratios. 
There is a marked urge to present data 
which is illuminating. Almost in the same 
breath there is the counsel of caution in the 
use of these methods. 
Statistics reduce large numbers to pro-
portions which the mind grasps with more 
ease. Ratios make clear relationships which 
otherwise would be abstruse. Carefully 
selected and presented data gain and sus-
tain the attention and tend to convey a 
situation with precision. 
However, the statistics must represent 
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numbers which exist. The ratios must be 
based on relationships of fact. The data 
which portray must be accurate. 
Two reports recently examined were the 
subject of criticism. One was filled with 
dry description of verification procedure 
not at all to the point of the engagement. 
The other was statisticized to the last de-
gree, but the engagement failed to discover 
a shortage. 
The first engagement was an examina-
tion for the purpose of obtaining additional 
capital. The report, as should have been 
anticipated after completing the engage-
ment, even if all sense of imagination had 
been lacking up to that point, was to go to 
investment bankers. On the report was to 
rest a decision as to whether or not the 
bankers would undertake a flotation in be-
half of the company; if so, what the 
amount and specifications of the issue 
should be. 
The report should have contained a con-
servatively sound balance sheet, a state-
ment of income and profit and loss by 
years running back from three to five 
years, stepped down in the income charge 
group to show the remainder of income 
successively after taxes, interest and depre-
ciation, an estimate of the amount of capi-
tal required to put the company in a sound 
current and fixed financial position and 
provide for working needs for a reasonable 
length of time, suggestions as to the kind of 
securities considered most desirable, and 
all data which would be needed by the 
investment bankers in preparing a pros-
pectus or offering sheet. 
Whether the cash was verified by inspec-
tion or examination of branch office cash 
reports was inconsequential to either the 
client or the bankers. Pages, however, 
were taken to explain such minutia of 
procedure while information for use in 
arriving at conclusions as a basis for action 
was almost entirely lacking. 
The second report in question should 
have set forth the fact that a cash shortage 
of some $8,000 existed at a certain date, 
with such fact supported by information 
which would serve to produce evidence for 
prosecution of the guilty employe, or for 
recovery from a bonding company. 
The purpose of the engagement was to 
discover any irregularity, or "leakage," as 
the client described it. Statistics of "Mark 
up" and "Mark down," of income charges 
in relation to net sales have no immediate 
significance for the client when he is con-
cerned in apprehending an employe who is 
guilty of irregularities. 
So engrossed was the accountant in the 
compilation of statistics that he failed to 
make a few simple calculations from the 
figures on the books which would have 
developed the shortage even if he had not 
put into practice the usual methods of de-
tecting irregularities. This case was not 
an audit. It was an investigation. As 
such it should have revealed the shortage 
within half an hour after the preliminary 
statements had been prepared. 
Statistics must represent numbers which 
exist. Ratios must be based on relation-
ships of fact. Data which portray must 
be accurate. More illuminating reports 
are desirable. But the light must be shed 
on truth. 
Grasping the Significance 
FINANCIAL statements have attained a standing which no longer requires 
discussion as to their place and purpose. 
They are by force of circumstances techni-
cal. They deal with the status and use of 
business capital, or of funds, which serve 
as the medium for the transaction of busi-
ness. Through their large and frequent 
use they have become generally familiar to 
those who have occasion to consult and use 
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them. Balance sheets and income state-
ments appear frequently in the daily 
papers, in published reports of corpora-
tions, in circulars offering securities for in-
vestment, and in manuals of statistical 
companies reporting on corporations, etc. 
They become a necessary part of business 
memoranda in furnishing valuable inform-
ation to management, - in serving as an 
index to efficiency, and as a guide to 
policy-making. 
The true significance of the information 
contained in financial statements is still far 
from apparent. Differing and often con-
flicting opinions as to form have occupied 
the attention to the detriment of analysis, 
study, and interpretation. It is generally 
admitted that a current position should 
show at least two dollars of current assets 
for every dollar of current liabilities. It is 
frequently stated that an enterprise should 
maintain a proper balance between owned 
and borrowed capital; that there should be 
a proper relation between current and fixed 
assets. But why is a two for one current 
ratio desirable? What is the meaning if a 
balance sheet does not meet this require-
ment? What constitutes proper balance 
between owned and borrowed capital? 
Who can say what should be the relation 
between current and fixed assets? With 
respect to the operating needs and prob-
abilities, what constitutes too little, or too 
much, or a proper amount of working 
capital? How much fixed capital can the 
Mr. Dunn 
IN the January, 1921, number of the B U L L E T I N we announced with regret 
Mr. Dunn's avowed intention to. retire 
from practice on June 1, 1924. With the 
changes which time has wrought in the 
organization since the announcement was 
made it has become increasingly apparent 
that such retirement would impose a loss 
difficult to repair. We are now able to 
enterprise stand; or, in other words, what 
is the limit beyond which it would not be 
safe to go in the matter of plant property 
investment? 
It is true that some standards have been 
set up whereby to compare the condition 
of a given enterprise. There is cause for 
great rejoicing that so much progress in 
this respect has been made, but the meat 
of the cocoanut, so to speak, has not yet 
been reached. Not until more intelligent 
thought and study are given to the sig-
nificance of the various aspects of financial 
condition and relation of operations there-
to will it be possible to interpret financial 
statements and make the data serve as a 
guide to the future. Past performance is 
only of value as it points the way to events 
which may follow. It is not sufficient to 
conclude that some condition is abnormal. 
If it is wrong in principle or dangerous in 
tendency, the way must be found to correct 
the condition. Proper correction may only 
come from a thorough understanding of 
the underlying causes. 
The true significance, or in other words 
the meaning of balance sheets and income 
statements, may only be grasped, so far as 
an individual is concerned, by constant 
analysis and study. The subject is too 
deep to be easily expounded or thoroughly 
understood from reading about it. There 
is no "royal road." Anyone who would 
thoroughly understand financial statements 
must work, think, and persevere. 
Remains 
announce with pleasure that Mr. Dunn 
has been prevailed upon to remain in the 
firm in the capacity of counsellor and ad-
viser, with freedom to pursue such out-of-
door activities as he feels the necessity of 
doing. Needless to say his sound judg-
ment and wise counsel will materially 
lighten the burdens of those who have the 
responsibilities of administration. 
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Elijah Watt Sells Scholarship Fund 
MRS. JOHN H . BOVARD of Kansas City, has founded at New York 
University, as a memorial to her brother, a 
scholarship, to be supported by the above 
named fund. The terms of the scholar-
ship provide that the income from the fund 
shall be granted annually and the award 
announced at the opening exercises of the 
School of Commerce, Accounts and F i -
nance, the income to be applied by the 
University during the ensuing year to the 
expenses of a student or prospective stud-
ent in the School of Commerce, who being 
worthy and in need of financial assistance 
shall have been designated by Haskins & 
Sells. 
Thus will Mr. Sells' name be made a real 
thing each year to some deserving student. 
Thus will students in New York University 
School of Commerce, Accounts, and Finance 
be reminded annually of one of its founders 
whose zeal for education never flagged. 
Mr. L . E . Palmer, manager of New 
York Thirty-ninth Street Office, has been 
appointed a member of the committee of 
the American Institute of Accountants on 
"Graphic Charts and Ratios in Business." 
Mr. Palmer is also chairman of the com-
mittee on "Preparation of Working 
Papers." 
Mr. W. E. Nissen, manager of our Salt 
Lake City Office, recently has been made a 
member of the Mining Committee of the 
Chamber of Commerce and Commercial 
Club of Salt Lake City. 
Miss H . C. Haines, of the New York 
Thirty-ninth Street Office, is to be con-
gratulated upon her article entitled, "Allo-
cation of Costs and Budget Making for 
Schools of Nursing," which appears in two 
installments in the January and February 
issues, respectively, of the Trained Nurse 
and Hospital Review. 
Our congratulations are extended to 
Messrs. W. H . Holt, H . H . Karley, D. R. 
Srigley, and E. J . Zick, of the Detroit 
Office, on their recent attainment of the 
C. P. A . degree of the State of Michigan. 
Mr. Srigley has the further distinction of 
being the youngest person to receive the 
degree in Michigan. 
Mr. John F. Forbes, resident partner on 
the Pacific Coast, has recently acquired 
the C. P. A. certificate of the State of Utah, 
in addition to the many other certificates 
which he holds. 
We have noted with pleasure in the 
Portland Commerce of April 26, the appoint-
ment of Mr. R. J . Leo, manager of our 
Portland Office, as a member of the Finance 
Committee and the House Committee, 
respectively, of the Portland Chamber of 
Commerce. 
The McGinnies bill designed to regulate 
the practice of accountancy in the state of 
New York, after having passed both 
houses of the last legislature, was vetoed 
by Governor Smith on the grounds that 
the measure tended to impose increasing 
difficulties on young men who aspire to 
enter the profession and that neither the 
accountancy profession nor business con-
cerns needs further protection than the 
present law affords. 
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Book Reviews 
Gerstenberg, Charles W. Financial Or-
ganization and Management of Business. 
(New York, Prentice-Hall, Inc., 1924. 723 
p. Price $5.) 
This book is of value to accountants in 
that it discusses some of the important bases 
on which their work rests. "How," one 
asks, "can an accountant interpret the ac-
counts and pass judgment on the affairs 
of a particular business enterprise if he is 
not thoroughly familar with the funda-
mental principles underlying capitaliza-
tion, business operation and results, and 
rational business policies?" 
To epitomize the scope of this volume 
one might say that it embraces the acquisi-
tion and use of business capital and rela-
tion of profits thereto. The style is de-
lightful. The text is livened with human 
interest illustrations. The arrangement is 
logical. There is an abundance of ex-
planatory notes which are very satisfactory 
in their detail and precision, a need which 
only an experienced teacher understands. 
The book is replete with source-notes and 
references. If it may be criticised for 
being bulky and unhandy to carry about, 
such objection should be mollified by the 
thought that it offers a lot for the money. 
The content is rather characteristic of 
books of its class, and no claim may be 
made for any particular originality in this 
respect. There is, however, one section 
which deserves more than passing mention 
and accountants especially are under obli-
gation to the author for his full and satis-
factory exposition of working capital. 
This subject has been most superficially 
treated by authors in the past, probably 
because of its complexity and the enormous 
amount of time required to think it through 
to a practical conclusion. One of the 
difficulties involved in discussing the sub-
ject of working capital has been definition. 
The time-honored acceptance of net cur-
rent assets as representing working capital 
constitutes a fallacy which is inconceivable. 
When one goes to the heart of the question 
it must be apparent that all current capital, 
regardless of its source, is being turned 
over in an attempt to develop profit. Pre-
sumably no one will insist that only the 
proprietary equity in current assets is being 
so utilized. There is, however, a contro-
versy with respect to working capital, but 
it is founded on lack of agreement as to 
what the term "working capital" means. 
The author, after acknowledging the con-
troversy and discussing both sides briefly, 
gives material help to groping minds by 
dodging the issue and applying the term 
"circulating capital" to all the assets of a 
company that change form in the turnover 
process incident to the production of 
profits. If it were conceded that the book 
has no other value for accountants the 
three chapters on working capital would 
be well worth the price. 
One may not dismiss the review of this 
volume without paying compliment to the 
author for the energy, capacity and thor-
oughness with which he has discussed the 
subject and an acknowledgment of his con-
tribution to the advancement of education 
for business through his courses at New 
York University and his books on finance 
and related subjects. 
McClure, Matthew Thomas. How To 
Think in Business. (New York, McGraw-
Hill Book Company, Inc., 1923. 173 p. 
Price $2.) 
Possibly the best way to convey an idea 
of the character of this book is to quote 
some of the passages. It has some high-
sounding words and abstruse phrases, but 
withal it is an extremely sensible treatment 
of a subject which merits more attention 
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than it has received. Its teachings apply 
to accountancy as well as business. Hear 
what the author has to say on the essentials 
of a trained mind: 
"There are five things which constitute 
mental training and the man who can do 
these things, no matter where he has learned 
them or how he has learned them, is a 
trained thinker: 
"1. Can he recognize a fact? 2. Can 
he make a distinction? 3. Can he draw an 
inference? 4. Can he judge evidence? 
5. Can he concentrate his attention?" 
"The thinking process is a problem-
solving process." "Understanding the 
problem is half the battle." "To be a 
trained thinker you must first be a trained 
observer." "To reason is to investigate a 
suggestion before accepting it or rejecting 
it." "Reasoning is primarily concerned 
with evidence." 
"Judgment may be defined as the final 
summing up of the situation. It means 
that the time has come to stop thinking and 
begin acting. It is a decision." "To 
make a decision where live issues are at 
stake and where vital consequences are 
involved requires a readiness to assume 
responsibility." "Good judgment is the 
test of a trained mind." 
Notwithstanding the serious character 
of the book and the academic approach to 
the subject, the text is interesting and ab-
sorbing. It is saved from being heavy by 
many practical applications to business 
conduct, the narration of incidents, and 
quotations from some of the lighter busi-
ness literature. 
Recent Additions to the Library 
Baker, Ray Palmer. The Preparation of 
Reports, Engineering, Scientific, Adminis-
trative. (New York, The Ronald Press 
Company, 1924. 468 p.) 
Bennett, R. J . Accounting for Building 
and Loan Associations. (Philadelphia, 
Bennett Accountancy Institute: 1924. 
45 p.) 
Everett, Frank, & Heywood, Johnson. 
Cost Control for Foundries. (New York, 
McGraw-Hill Book Company, Inc., 1923. 
226 p.) 
Finney, Harry Anson. Principles of 
Accounting. 2 v. (New York, Prentice-
Hall, Inc., 1923.) 
Finney, Harry Anson. Solutions to 
Problems and Answers to Questions in 
Principles of Accounting. 2 v. (New 
York, Prentice-Hall, Inc., 1923.) 
Fixel, Arthur E . False Financial State-
ments; Remedies of Defrauded Creditors. 
(Albany, New York, Matthew Bender & 
Company, Inc., 1924. 319 p.) 
Gerstenberg, Charles W. Financial Or-
ganization and Management of Business. 
(New York, Prentice-Hall, Inc., 1924. 
723 p.) 
Hastings, Hudson Bridge. Costs and 
Profits: their Relation to Business Cycles. 
(New York, Houghton Mifflin Company, 
1923. 168 p.) 
McClure, Matthew Thompson. How 
to Think in Business. (New York, Mc-
Graw-Hill Book Company, Inc., 1923. 
173 p.) 
Scovell, Clinton H . Interest as a Cost. 
(New York, The Ronald Press Company, 
1924. 254 p.) 
Van Dyke, J . E. Complete Four Deci-
mal Bond Value Tables. (New York, The 
Financial Press: 1923.) 
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Apprehending 
" C A T C H that thief," is a cry which one 
expects to hear issuing from the 
throats of a mob pursuing a common pick-
pocket through the city streets. It might 
almost be adopted by public accountants 
as a slogan to guide them in their daily 
work. 
Some sage has observed that facts are 
stubborn things. The facts with regard 
to embezzlements are that they are increas-
ing alarmingly in number, amounts in-
volved, and in the cleverness with which 
they are perpetrated. The causes under-
lying the increase might have certain in-
terest to social reformers but no point in 
connection herewith. Business men, 
fidelity companies, and accountants are 
confronted rather with the effects. 
Embezzlements in the United States 
now involve in the aggregate more than 
3100,000,000 annually. The amount paid 
out by the fidelity insurance companies on 
embezzlement claims has increased 600% 
since 1910. The number of claims for 
losses through embezzlement increased 
50% during the three years ended Decem-
the Wrongdoer 
ber 31, 1923. Embezzlement stands 
fourth in the classification of losses suffered 
by American business men. 
Probably no one class of individuals has 
the opportunities for uncovering irregu-
larities which are offered to public account-
tants. Perhaps from the point of view of 
reputation there is no line of work more 
hazardous. The popular conception of an 
accountant emphasizes his function as a 
detecter of fiduciary shortcomings. The 
fact will generally be conceded that the 
true picture of the accountant's worth in 
the business world is distorted by this pub-
lic conception. Errors of principle involv-
ing large amounts no doubt have been 
passed over many times without discovery. 
If the failure to discover them had become 
known it might not have resulted in criti-
cism of the accountant. But a small 
shortage in cash is the occasion for repre-
hension entirely out of proportion to the 
importance involved. 
As long as the public takes the attitude 
of expecting accountants to pass no short-
ages accountants should make an earnest 
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effort to live up to what is expected of 
them. As long as embezzlements not only 
continue but increase at a rapid pace 
accountants must face the task of match-
ing their brains against those who wilfully, 
or otherwise, are guilty of wrongdoing. 
The problem of discovering irregularities 
is not as easy as it may sound. There is 
first to consider that lapses may fall in 
high places and low; that many employes 
who handle funds have had the confidence 
of their employers for years; that it is a 
serious matter to cast suspicion on a 
trusted employe. Strong-arm methods 
will not go. Tact in concentrated form is 
necessary. 
On the other hand embezzlers are wont 
not only to cover their shortages but to use 
clever devices as well as deceit in throwing 
an investigator off any clues which he may 
have developed. Frequently only astute-
ness and unswerving perseverance, coupled 
with tact, will pierce the cloak of false 
representation. Generally these qualities 
are essential to successful apprehension. 
But something further, namely, techni-
cal knowledge, is required to cope with 
stealing and manipulation of funds. Such 
technical knowledge must comprehend the 
typical and atypical ways in which funds 
may be diverted from their lawful uses; 
the manner in which irregularities may be 
covered; methods whereby they may be 
detected. 
The increase in embezzlements is a 
challenge to accountants. The challenge 
may not be ignored without sacrifice of 
professional honor and standing. To ac-
cept it means greater diligence in acquiring 
technical knowledge; more energy in culti-
vating astuteness; unbounded tact in 
dealing with individuals who are presumed 
to have the confidence of their employers 
and to be innocent until proven guilty. 
Apprehending wrongdoers is a duty 
which public policy and professional integ-
rity impose on accountants. It is not a 
matter to be taken lightly. No more 
serious problem is to be found in the cate-
gory of public practice. 
Value of Unannounced Examinations 
TH E morning papers recently displayed on the front pages an account of a 
bank clerk who had in a brief space of time 
stolen over $100,000 of the bank's funds. 
His job was to keep the depositors' ledger 
and charge against the individual credit 
balances checks which came back from the 
Clearing House after having been issued 
by the depositors. 
His scheme of perpetrating the theft was 
to open accounts under fictitious names in 
other banks; issue forged checks against 
depositors' accounts in his own bank; 
deposit the checks in the fictitious-name 
accounts in the other banks; and when the 
checks came back through the Clearing 
House, his bank having been charged, 
tear them up. The money was then drawn 
out of the fictitious-name accounts. The 
total of his individual ledger trial balance 
was reduced by him in the amount of the 
forged checks whenever he had occasion to 
report his balance to the general ledger 
bookkeeper. It thus appeared to be in 
agreement with the control. And every-
thing apparently was well. 
But one morning the young man failed 
to appear. Some of the forged checks 
came back and were detected as forgeries. 
The shortage was discovered. But it 
might have gone on for some time if illness 
or fear, or whatever it was that overtook 
the bank clerk, had not kept him away 
from his desk. Had he known of a forth-
coming examination, with sufficient time he 
might have so adjusted his individual depos-
itors' accounts that they would have pro-
duced a trial balance in perfect agreement. 
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As the case was reported in public print 
there was no tampering with the individual 
accounts. The total only was adjusted. 
Hence an independent trial balance of the 
individual accounts would have disclosed 
the discrepancy immediately. It is un-
likely that even had the bank clerk volun-
teered to render assistance to the exam-
iners in taking off the trial balance, as 
sometimes happens, he could have called 
the false balances with sufficient prompt-
ness and accuracy to escape suspicion. 
There is a remote possibility that he could 
have manipulated an adding machine 
total had he been registering the balances. 
If he had been permitted to render such 
assistance the examiner would have been 
negligent had he not checked the balances 
back to the ledger. 
In another case of irregularity, probably 
as ingenious as has been devised, a shortage 
in the cash in hand was covered tempo-
rarily by including in the cash for the 
auditor's anticipated visit and count a 
check drawn on a bank account opened 
under a fictitious name to the order of a 
bona fide customer with the customer's 
endorsement forged. 
In other words, the cashier being short 
in his office cash, made preparation for 
concealment by opening an account under 
a fictitious name, depositing therein the 
minimum amount required. He then in-
troduced into his office fund a check on the 
fictitious-name account in the exact 
amount of his shortage. The cash was 
counted, cash checks therein were vouch-
ered for reimbursement and went on into 
the company's bank account. After the 
cash in hand was released to the cashier, 
he turned over to a confederate, out of his 
cash fund, a sufficient amount to deposit 
in the bank where the fictitious-name 
account was kept and thus met the check 
when it arrived for charge against the 
account. 
The method of discovering this clever 
scheme and the shortage which it was 
designed to protect was an unannounced 
visit of the auditors by arrangement with 
a higher official. The sudden appearance 
of the auditors and the immediate count 
of his cash gave the cashier no opportunity 
to arrange matters and disclosure of the 
shortage followed. 
There has been some tendency on the 
part of business concerns retaining public 
accountants to circumscribe their work and 
cause them to subordinate effective 
methods to convenience or the feelings of 
employes. Al l of which is entirely within 
the privilege of the client. But it is doubt-
ful if he realizes the dangers of so doing. 
Cash and securities counted and bank 
accounts reconciled when such procedure 
is anticipated might almost as well be left 
undone so far as discovering irregularities 
is concerned. A cashier having charge of 
the bank accounts and expecting the 
auditors for a balance sheet audit success-
fully covered a shortage by kiting checks. 
A hotel clerk whose cash was counted 
regularly at the end of each month covered 
a shortage for months by altering guests 
accounts. 
There is but one method of uncovering 
shortages which holds unqualified promise 
of success, namely, unannounced examina-
tions. Cash should be counted and bank 
accounts reconciled at the same time, 
even if the adoption of this procedure calls 
for a balancing of the bank accounts at 
some time other than the end of a month. 
If the custodian of funds also has the 
custody of securities they should be put 
under control at the same time and 
counted as soon as possible, maintaining 
control of all the fund factors until the 
entire work is completed. 
Checks in the cash as a part thereof, 
whether the fund is open or imprest, should 
be followed into the bank and provision 
made against the return of such checks as 
are not bona fide. Proper explanation to 
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the client of the importance of such 
measures usually brings the necessary 
approval and co-operation. 
Audit procedure, especially with respect 
to funds, must needs be left to the judg-
ment of the accountant. The client as a 
rule is quick, when it is explained to him, 
to see the wisdom of this course and to 
realize that an auditor who is free and 
untrammeled in his methods has a greater 
opportunity of rendering effective service. 
Since the service is in behalf of the client 
whatever benefit accrues from the unre-
stricted exercise of the auditor's ability 
accrues to the client. Again, proper ex-
planation of the necessity of this course 
and proper arrangement with the client 
usually result in hearty co-operation. 
As to Obsolescence 
TH E past has heard much talk of obso-lescence. Definitions of depreciation 
usually include it as an element thereof. 
Admittedly it has been difficult to measure. 
Notwithstanding such difficulty the ele-
ment has been recognized generally. 
Something of a jolt therefore may reason-
ably be felt when some court comes forth 
with a decision, in effect, that there is no 
such thing, as happened in the case of 
Pacific Gas and Electric Company vs. 
City and County of San Francisco. In 
this case the court failed to allow an ade-
quate return for obsolescence of equipment 
caused by installation of more efficient 
patented devices. But the Supreme Court 
of the United States came to the rescue of 
accounting theory when, on June 2, 1924, 
it reversed the decision of the lower court. 
A statement of the case and quotations 
from the decision follow: 
"The company is the sole producer and 
distributor of gas in the San Francisco 
district. By municipal ordinances the 
company was directed to supply gas at 
not more than 75 cents per thousand 
feet. Claiming that this rate would not 
yield a fair return, the company brought 
suit. The suit was referred to a master 
who recommended dismissal of the suit. 
The court below affirmed the master's 
report. The master applied the 'modified 
sinking fund method,' involving an esti-
mate of the life of the property and an 
annual allowance for future replacement 
on a 5 per cent. compound interest basis. 
In this connection the master said: 'It 
is assumed that loss of plant units by obso-
lescence and inadequacy, as well as by 
physical decay, can be forecast with sub-
stantial accuracy and provided for in 
advance of abandonment and replacement.' 
The company objected to this method, 
insisting that depreciation should be ascer-
tained upon consideration of the definite 
testimony of competent experts who made 
estimates on observed conditions. The 
company claimed that in order to lower 
the cost of production it became necessary 
to abandon certain valuable property 
under conditions not reasonably suscep-
tible of anticipation. The company also 
claimed that the master failed properly to 
appraise certain patent rights through 
which manufacturing costs had been 
greatly reduced and that he failed to make 
proper allowance for the successful use of 
such rights. 
"In reversing the lower court, the 
Supreme Court said in part: 'Obviously, 
under the theory accepted below, appellant 
worsened the situation for rate making 
purposes when it reduced the cost of manu-
facturing gas. Introduction of successful 
patented inventions enabled the public 
authorities to lower the rate base and 
gather all the benefits. The operating 
plant, made capable of producing gas at 
smaller cost, was declared less valuable 
than before. The result indicates error 
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somewhere, either in theory or in applica-
tion of principle. Obsolescence of one or 
more stations and perhaps other property 
theretofore of great value (possibly $800,-
000) followed installation of the patents, 
but the remaining plant plus the patents 
gave better results. As an operating unit 
the new combination had greater value 
than the old; but the court below dis-
regarded the demonstrated worth of the 
element which wrought this change. The 
obsolescence in question did not result 
from ordinary use and wear. Certainly 
it could not have been long anticipated— 
the patents were of recent conception; 
to provide for it out of previous revenues 
was not imperative, if possible. Former 
consumers were not beneficiaries; only 
subsequent ones could be advantaged. 
Our concern is with confiscation. Rate-
making is no function of the courts; their 
duty is to inquire concerning the results 
and uphold the guaranties which inhibit 
the taking of private property for public 
use without just compensation under any 
guise. * * * * After adopting the re-
duced costs of manufacture for estimating 
net returns, the court gave no proper valu-
ation to the inventions which caused the 
reduction, and thereby permitted property 
to be taken without just compensation. 
The amount of money actually paid to the 
inventors was not the proper measure of 
worth. Experience had demonstrated a 
much higher one; and to obtain the bene-
fits of their use appellant sacrificed much. 
Installation of the inventions necessi-
tated new outlay of money and abandon-
ment of property theretofore valuable— 
both were necessary in order that the cost 
of manufacture might be reduced. If 
appellant's permissible profits depend upon 
the lowered cost and it is denied adequate 
return upon property which made the 
reduction possible, or recompense for the 
obsolescence, successful efforts to improve 
the service will prove extremely disad-
vantageous to it. * * * * ' The cause 
was remanded to the lower court for further 
proceedings." 
Is It Possible? 
CO N V E N T I O N plays such an impor-tant part in affairs generally that even 
accounting does not escape its grasp. The 
conventional balance sheet has certain 
specifications, though in many respects 
financial statements are far from having 
reached a standardized stage. One of 
these notable particulars is the manner of 
expressing capital stock having a fixed 
par value. Convention requires that the 
capital of a corporation having capital 
stock of this kind shall be represented as 
the par value of its stock even though 
some nominal asset like good will has to be 
created to take up the slack between real 
value received and the par value of stock 
issued in exchange therefor. The reason 
for the practice can be traced to those 
laws which make stockholders liable for 
assessment under certain circumstances 
for the difference between value given by 
them and the par value of their stock. 
Now comes a corporation organized 
under the laws of Virginia, having pre-
ferred and common issues, both with par 
value and a comparatively small surplus, 
which wishes to redeem the entire pre-
ferred issue at a premium out of the pro-
ceeds of further sales of common and 
charge the premium against the common 
capital stock account instead of against 
surplus. 
The conventionalists would, of course, 
raise their hands in holy horror, but 
thoughtful consideration of the matter 
seems to find no reason why it should not 
be done; provided it is done in the proper 
way. 
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As a prelude, stockholders were duly 
notified of the intention on the part of 
directors to proceed with the redemption 
of preferred shares at a premium out of 
the proceeds of a bond issue and further 
sales of common stock, and in due course 
ratified the action. The common stock, 
however, was sold for less than par as was 
the fact with respect to common stock 
previously sold. 
The questions which arise are these: 
Will anyone, either creditors or stock-
holders, be damaged or prejudiced by the 
action? Will stockholders be rendered 
liable in the future should liabilities require 
for their liquidation more than the amount 
of paid-in capital? Is it likely that any-
one will be misled, or will the situation be 
distorted, by a financial statement which 
shows the facts with respect to the capi-
talization? 
Apparently there is nothing illegal about 
the transaction. Corporations have a 
right to adjust capital holdings between 
classes of shareholders as long as the action 
does not conflict with the corporation laws 
of the state wherein the corporation is 
chartered. It is improbable that the laws 
of any state prohibit the redemption of 
stock at a premium. The laws of some 
states do place a limit of time after organi-
zation before the expiration of which such 
action may not take place. 
Lest confusion arise the next point to be 
considered should be the question of lia-
bility for assessment of stockholders for 
their deficiency with respect to full pay-
ments of their capital stock. If the law 
of the state were to require all stock to be 
full paid in order not to be assessable, 
stock issued for less than par would be 
liable for assessment. By the same token 
it might seem that if part of the proceeds 
of the sale of one class of stock were to be 
paid out immediately as premium on 
another class of stock the effect would be 
to render the first class of stock part paid 
and therefore subject to assessment. This 
is a fine question and one on which opinions 
might easily differ. The chances are, 
however, that sound reasoning would de-
cide against such conclusion. 
While the effect of charging the premium 
against the capital stock account would be 
to reduce the money amount thereof, it 
seems only sensible to consider that the 
stock was paid for in full, even though the 
value at which the capital account is car-
ried has been reduced. In the case under 
consideration, however, no difficulty of 
this nature is encountered since under the 
laws of Virginia stock may be issued "at 
such prices, for such consideration, and 
on such terms and conditions" as a cor-
poration may see fit. Further, "there 
shall be no individual or personal lia-
bility on any subscriber beyond the obli-
gation to comply with such terms as he 
may have agreed to in his contract of sub-
scription." 
Coming then to the question of preju-
dice, it appears that no creditor would be 
damaged or prejudiced by charging pre-
mium on preferred stock liquidated against 
the common capital account. Nor would 
there be any prejudice to common stock-
holders. Having in mind first that rights 
of preferred shareholders have been elimi-
nated the net asset equity vests in the 
common shareholders. Whether this 
equity is represented by a common capital 
account or both common capital account 
and surplus is immaterial. 
No one will be misled, nor will the true 
situation be distorted, if the balance sheet 
shows the common capital situation with 
the number of shares of common stock 
outstanding and the capital value at which 
they are carried. Were the number of 
shares outstanding to be carried at par the 
true condition would not be shown. 
Creditors then would be entitled to rely 
on the representation thus made as to the 
capital in the business. Such treatment 
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of the capital stock would not be possible 
without creating some offsetting intangi-
ble asset like good will, or charging the 
difference to surplus. 
The conclusion to be reached in the case 
under consideration would seem to be that 
premium on preferred stock liquidated out 
of common stock proceeds may, with 
propriety, be charged against the common 
stock account. The accountant who has to 
pass on a question of this kind will, if he is 
wise, see to it that the action and account-
ing therefor are formally authorized by a 
resolution of the directors. The resolu-
tion should set forth the capital value of 
the common stock involved. 
Consolidating Inventories 
A CASE which recently was the subject of somewhat prolonged discussion at 
one of the Wednesday evening staff con-
ferences has to do with the matter of con-
solidating inventories. The question which 
provoked the discussion was: "How should 
goods which are finished product to one 
company and material to another be com-
bined in consolidations?" 
The particular case which gave rise to 
the question was one in which various parts 
used in the assembly of a musical instrument 
were manufactured by various companies 
subsidiary to the assembling company. 
Many of the parts were of such nature that 
they could be, and as a matter of fact were, 
sold to companies other than the assem-
bling company. The capital stock of the 
subsidiary companies is all owned by the 
assembling company. The question of 
inter-company profits included in inven-
tories is not involved in the discussion of 
this phase of the situation. 
The easiest solution is found of course in 
putting the inventories together for con-
solidated purposes in mechanical fashion. 
In other words, after the inventories of the 
separate companies have been set up ac-
cording to material, goods in process, and 
finished goods, they are then combined 
according to these classes of inventories. 
Immediately the objection is raised that 
this will not give a true picture of the situa-
tion from the point of view of the con-
solidation. It will not reflect the situation 
as it would appear, looking at the manu-
facture of the finished article as a whole. 
The reason is that there will be included in 
the finished goods caption, automatically, 
parts which to an outsider looking at the 
enterprize as one concerned with the manu-
facture of a single product would not be 
finished goods. 
The practical question is that of whether 
or not the amounts representing parts in-
cluded in finished goods would be suffi-
ciently large to distort or mislead were such 
amounts to be included in the finish goods 
caption. Theoretically, in consolidation, 
parts are not finished goods. With respect 
to individual companies they are finished 
goods. They may be sold to customers 
outside of the family as readily, as in this 
case, to those inside. As a matter of 
liquidating value they are as susceptible of 
being converted into cash as are the articles 
of final product. 
So one may argue back and forth on 
these questions without coming to a satis-
factory theoretical conclusion. Al l of which 
demonstrates the desirability of being 
guided by practicability instead of tied to 
pure theory. The practical side of the 
question is: How should the matter be pre-
sented so that it will convey the true situa-
tion to "him who runs"? The answer to 
the question seems to be found in consoli-
dating the figures mechanically, but setting 
out, by way of parenthetical explanation, 
in the finished goods caption the amount 
representing the finished parts of subsi-
diaries included in the finished goods. 
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Book Review 
Sells, Elijah Watt. The Natural Busi-
ness Year and Thirteen Other Themes. 
(Chicago, A. W. Shaw Company, 1924. 
276 pp.) 
This is a collection of Mr. Sells' papers 
and articles headed by the one which 
probably made the greatest impression on 
the reading public, namely, "The Natural 
Business Year." As is quite generally 
known, Mr. Sells had a theory that those 
responsible for business enterprise do not, 
as a rule, take cognizance of the fact that a 
logical time to close the financial books is 
when stocks of merchandise and operations 
are at their lowest ebb. He referred to 
this time as the close of the natural busi-
ness year and advocated the taking of in-
ventories and closing of books at such time. 
With the advent of income tax for cor-
porations some organizations which had 
previously closed their books at other times 
changed to December 31, on the theory 
that compliance with federal tax regula-
tions would thus be facilitated. This, how-
ever, is an erroneous idea, since the Trea-
sury Department permits returns to be 
made on either the calendar or fiscal year 
basis. In many lines the advantage of 
using the calendar year basis is tremen-
dously outweighed by those which would 
accrue from the adoption of the natural 
business year as a basis for fiscal closings. 
In the editorial notes which accompany 
Mr. Sells' papers suggested fiscal years are 
given for many lines of business and ad-
vantages of such basic period are explained. 
In the other notes situations and conditions 
as described and discussed by Mr. Sells are 
contrasted with events which transpired 
later and with conditions prevailing at the 
time the editorial notes were written. 
The book has much in its content of in-
terest and use to business men generally 
and will be treasured especially by Mr. 
Sells' many friends and admirers as a 
means of preserving his papers. 
Our congratulations are extended to Mr. 
Donald Frisby, of the New York Broad 
Street office; Mr. A . H . Beard, of the 
Newark office, and Mr. J . W. Burrows, of 
the General Practice office, on their recent 
attainment of the C. P. A. certificate of 
the State of New York. 
We have noted with interest in the May 
number of "The Certified Public Accoun-
tant" an article written by Mr. Raymond 
C. Reik, manager of our Baltimore office, 
entitled, "New Maryland Law Establishes 
Public Accountancy as a Profession under 
Complete Board Control." 
Mr. J . R. Wildman has again been ap-
pointed Chairman of the Special Technical 
Committee on Forecasting of the New York 
State Society of Certified Public Ac-
countants. 
We announce with regret that Mr. T. R. 
Young, former manager of our Denver 
office, has resigned, effective May 31, to 
enter into a partnership handling Ford and 
Lincoln automobiles in Denver, Colorado. 
Mr. W. L . Hagerty, formerly assistant 
manager of our Providence office, has been 
transferred to the Havana office as mana-
ger, effective upon Mr. Tompkins' depar-
ture from Cuba. 
We have pleasure in announcing that 
Mr. W. M . Trant and Mr. Morris B. 
Kincheloe, of our Denver office, have been 
appointed acting manager and assistant 
manager, respectively, effective June 1, 1924. 
Mr. Chas. S. Ludlam has been appointed 
a member of the Special Committee of the 
American Institute of Accountants to in-
vestigate the policies offered by indemnity 
companies for protection of accountants. 
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Looking at Financial Statements 
B Y JOHN R . W I L D M A N 
A Talk Given Before the National Institute of Credit, New York 
THE test of a good credit risk is the 
credit seeker's willingness and abil-
ity to pay. Willingness alone prof-
iteth little. Willingness coupled with 
ability to pay is the true foundation on 
which credit granting should rest. Will-
ingness is an attribute of disposition. It 
may be determined from reputation and 
from one's experience with another. Char-
acter, integrity, and general standing in a 
business or social community bear on the 
point. Generally speaking, a reputation 
for unwillingness to pay or disposition to 
avoid one's legal obligations are fatal to 
successful credit seeking. Willingness, in 
the last analysis, is something concerning 
which relatively little tangible evidence 
may be obtained. 
Ability to pay, on the contrary, may be 
determined more readily by investigation 
of the credit seeker's resources. Banks 
which loan funds on collateral security look 
to the security for evidence of the bor-
rower's ability to pay. Notwithstanding 
the remarks attributed to the late Mr. J . 
Pierpont Morgan that he would rather loan 
a million dollars on the word of a man in 
whom he had confidence than a thousand 
to a man on the best security in the world, 
there is a comfortable feeling attaching to 
the collateral back of a loan. 
The commercial organizations which ex-
tend credit, like some banks which carry 
commercial lines, are not as a rule, in the 
fortunate position of having their accounts 
secured. Credit is extended and goods are 
sold with the idea that the transaction will 
result within a reasonably short time in the 
conversion on the part of the seller of mer-
chandise into cash. Notwithstanding the 
statement frequently made, in a pictur-
esque way, that the seller of merchandise 
on credit furnishes capital to the buyer, 
imagination may not run so far as to con-
sider the seller as becoming a partner in a 
business. It is of the essence of merchan-
dising procedure that cash will flow back to 
the seller in a reasonably short time. 
Again, generally speaking, the buyer who 
lacks ability to pay promptly, according to 
the terms of the sales contract, is not a 
desirable credit risk. 
Lacking specific collateral, the seller 
must needs seek some means of forming a 
judgment as to the buyer's ability to pay. 
Obviously, a statement of the buyer's re-
sources would throw some light on this 
matter, but at the same time it must be 
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borne in mind that other sellers have a 
general claim on the resources. 
There are many angles to business enter-
prise. There are many classes of parties in-
volved in a business organization. A busi-
ness organization is a complicated legal 
affair. A seller takes his place in some one 
of the groups of parties having relations 
with the organization, and his position is 
affected to a considerable extent by the 
financial standing and operating progress 
of the buyer's organization. Hence, one 
must go back of the mere resources of a 
buyer and give consideration to the buyer's 
skill in the manipulation of those resources 
and in the general conduct of the business 
enterprise. 
The real index to ability is business man-
agement. Management, whether efficient 
or inefficient, is reflected by financial state-
ments. Financial statements are expres-
sions of business relationships. Intelli-
gently read, they give an accurate idea of 
the degree of skill manifested by the man-
agement. Hence it is that the progressive 
credit man gives careful consideration to 
financial statements of credit seekers or 
customers. Doubtless there are still credit 
men who check credits on "hunches." 
Those who are abreast of the times need no 
arguments to convince them of the value to 
be derived from the careful reading of 
financial statements. 
Much has been written and said of late 
with regard to the use of financial state-
ments for commercial and bank credit pur-
poses. It is perhaps unnecessary to men-
tion the fact that much progress has been 
made along the lines of interpreting and 
utilizing financial data and in the develop-
ment of ratios which offer a means of ascer-
taining quickly the relationships of busi-
ness enterprise. Perhaps there is a tend-
ency to overdo the establishment of ratios, 
so that some of them appear to have little 
meaning and doubtful value. In the main, 
however, they represent a great forward 
step in the utilizing of financial data. 
There has been also, perhaps, a tendency 
on the part of credit men to over-empha-
size the use of ratios and go somewhat 
beyond the point necessary to give them 
such information as they need for credit-
checking purposes. This, possibly, is a 
good rather than a bad fault, and probably 
has resulted from a desire to get more and 
better checks on the management involved 
in organizations with which they have busi-
ness relations. Too much emphasis, prob-
ably, has been placed on the balance sheet 
at the expense of the income statement, the 
latter having quite as useful a place as a 
balance sheet in judging efficiency, and 
particularly when taken in conjunction 
with the balance sheet. 
In the use of financial statements for 
credit-checking purposes there are two 
cardinal principles which, in my opinion, 
should be observed: First, that the items 
on the balance sheet and on the income 
statement be reduced to a percentage basis; 
second, that provision be made for utilizing 
these statements, so that the data therein 
presented may be tabulated from period to 
period, so as to make it comparative. The 
thought back of the first suggestion is that 
the eye takes in more quickly figures re-
duced to a percentage; in the case of the 
second suggestion, that comparative figures 
show quickly the direction which each force 
in the business is taking and enable the 
reader to note trends and tendencies 
more easily. 
If the property on a balance sheet con-
stitutes 60 per cent. of the total assets, or 
the borrowed capital constitutes 80 per 
cent. of the total capital, these facts are 
immediately apparent if percentage col-
umns paralleling figures on the balance 
sheet are shown. If the cost of goods sold 
during one period is 60 per cent. of the 
sales, while in a succeeding period the cost 
has risen to 70 per cent. of the sales, the 
increase in cost with the resulting effect on 
net profits is immediately brought to the 
attention. 
It is a matter of common agreement, 
presumably, that figures expressed in per-
centages strike into the consciousness 
much more quickly than otherwise. It is 
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becoming rapidly a matter of more general 
acceptance that figures which bring out re-
lationships and show tendencies facilitate 
more rapid and accurate judgment with 
regard to management. 
There are two things in particular to be 
kept in mind with regard to the use of 
financial statements. The first is that the 
figures which they show are substantially 
correct and truly representative; the 
second, that ratios which are used in ex-
pressing relationships are sound. 
Passing over for the time being the ques-
tion of accuracy, it must be noted that 
some ratios which have been developed are 
not sound. Notably among these is the 
ratio of debt to worth. This is found by 
dividing the total debt, both current and 
funded, by the total net worth, net worth 
being the excess of assets over total debt, 
regardless of whether such excess is repre-
sented by capital stock or surplus. The 
result is a figure which is misleading. For 
purposes of illustration, let it be assumed 
that in a given enterprise there is a total 
capital of $50,000, of which $10,000 is bor-
rowed and $40,000 owned. The borrowed 
capital will then constitute 20 per cent. of 
the total capital, the owned capital 80 per 
cent. If at some future time the situation 
has changed so that of the total capital of 
$50,000, the borrowed capital is $30,000 
and the owned $20,000, the borrowed cap-
ital would then constitute 60 per cent. of 
the total capital. The borrowed capital is 
thus made to appear as having increased 
three times, or from 20 per cent. to 60 per 
cent. Using the formula debt to worth, it 
appears that, using the first set of figures, 
the borrowed capital constitutes 25 per 
cent. of the owned capital, found by divid-
ing 40,000 into 10,000, while using the 
second set of figures, the borrowed capital 
is 150 per cent. of the owned capital, and 
comparison of the borrowed capital in 
terms of percentage shows that it has in-
creased six times, or from 25 per cent. to 
150 per cent. The figures themselves 
show this to be fallacious. Borrowed capi-
tal is in effect trebled, but by using the 
fallacious method it is made to appear as 
having increased six-fold. 
Admittedly, we do not yet understand 
any too well the use of ratios, and consider-
able study will be required before their use 
may be reduced to a sound and dependable 
basis. Some of these ratios are at the 
moment in the twilight zone, and require 
further research before they may be con-
fidently adopted. Turnover of inventory, 
for example, falls in this class. The sta-
tisticians of the Robert Morris Associates 
Research Bureau, who were pioneers in the 
ratio field and are entitled to a heaping 
measure of credit, admit that in using sales 
as a factor in the turnover ratio it was as a 
matter of expediency. Turnover of mer-
chandise based on cost of sales is theoretic-
ally more sound than that based on sales, 
since the latter contain an element of profit 
which may fluctuate from period to period 
and interfere with results which show true 
conditions. But another writer points out 
that while this is true it has little practical 
significance, because the ratios resulting, 
in order to be of value, must be used com-
paratively, and so used the sales basis will 
show a range of tendency as accurately as 
the cost of sales basis. In other words, if 
at one date inventory turnover on a cost 
basis is represented by 2.5 while at a later 
date it is 2.75, the same range of tendency 
might be shown through turnover figures 
on the sales basis of 2.6 at one date when 
compared with 2.85 at a later date. Obvi-
ously, if this were so, it would make little 
difference, but further investigation is 
needed to develop whether or not, taking a 
sufficient number of representative cases, 
the spread between the two methods is 
sufficiently different to be of practical 
importance. 
Some of the ratios which are well estab-
lished and appear to be fundamentally 
sound are the well known current ratio ex-
pressing the relation between current assets 
and current liabilities, the ratios of gross 
earnings and net profits to sales, the ratio 
of net profit to invested capital, etc. Other 
statistical data of interest in connection 
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with the examination of statements are the 
cost of borrowed money, turnover of fixed 
property, ratio of borrowed and of owned 
capital to total capital, sales, cost, and net 
profit per unit of product, where this is 
possible, turnover of inventories, turnover 
of accounts receivable, and percentage of 
property expense to property invested. 
It is perhaps the current position of an 
organization to which the credit man needs 
to address his first and most concentrated 
attention. Statistics are rapidly accumulat-
ing at various sources on the current ratio, 
but again, a word of warning needs to be 
raised with regard to judgment on current 
ratios. What may be perfectly normal and 
proper in one industry or geographical 
locality may be entirely inapplicable in 
another. The well known current ratio of 
two to one needs to be used with consider-
able discretion. Obviously a bank would 
never attain any such current position. A 
bank might be regarded as in a satisfactory 
condition if it maintained a current position 
of one to two. Needless to say, accounts 
receivable and inventories must be clean, 
on their way into cash, and other current 
assets must be strictly current and readily 
realizable. Considerable discussion on this 
point, while possible, seems scarcely feasible 
here. Current liabilities are usually more 
easily found than avoided but there are 
sometimes nice questions of classification, 
decision on which has a marked effect on 
the current position one way or the other. 
Hard and fast rules with respect to this 
matter are difficult to frame, largely be-
cause of the fact that installment maturi-
ties frequently complicate the situation 
and make very difficult any classification. 
Generally speaking, the disposition should 
be to include among the current liabilities 
any questionable items, if one would get 
the most conservative picture of the 
situation. 
Financial statements are not of much 
value for credit checking purposes if they 
are not fairly accurate and dependable. 
Opinions of business men frequently differ 
as to what constitutes cash. They some-
times are unable to differentiate between 
good and bad accounts. They have been 
known to slip into the inventories goods 
which were obsolete, old, and otherwise un-
saleable, and even goods on consignment. 
They have sometimes rendered statements 
in which property values were greatly in-
flated and substantial liabilities were not 
included in the statements. The income 
and profit and loss statement is frequently 
meagre with regard to information, if fur-
nished at all, and leaves much to be desired 
as to the costs, etc. A case reported re-
cently showed a balance sheet with inven-
tories padded to the extent of over a million 
dollars, which, on account of there being 
no income statement required, was not 
discovered until too late to save an inno-
cent party to the transaction. 
The function of the certified public 
accountant is to audit and examine ac-
counts and records of business organiza-
tions and make independent reports on the 
condition and results of operation thereof. 
Unverified statements are dangerous for 
utilization in connection with credit check-
ing. They involve not only the possi-
bility of wrong conclusions as to the imme-
diate ability of a buyer to pay, but are use-
less in indicating relationships and tend-
encies which may suggest or influence 
further business relations with the buyer. 
Obviously, if. the data in financial state-
ments is not accurate and reliable, the con-
clusions derived therefrom are equally 
unreliable. 
I would not go on record as advocating 
unrestricted or unqualified insistence on 
the part of concerns extending credit that 
all buyers be required to furnish financial 
statements, audited and certified by certi-
fied public accountants. There is, how-
ever, in my opinion, much room for co-
operation between commercial credit men 
and bank credit men on the one hand and 
certified public accountants on the other. 
Learning the point of view of the credit 
man and the uses to which he puts the 
statements will be helpful to the account-
ant. The certified public accountant may 
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be of valuable service to the credit division 
of any business organization, particularly 
in cases where the lines of credit extended 
are large and continuous. Utilization of 
his services will be found extremely valu-
able in providing the credit man in such 
cases with reliable information on which to 
base his judgment in passing on credit risks. 
Stock Rights 
IF the "inquiring reporter" were to ask ten accountants how proceeds from the 
sale of stock rights should be treated, nine 
probably would reply, "as a credit to 
other income." 
A recent engagement presented a situa-
tion in which a client, the recipient of a 
large number of stock rights, had disposed 
of the rights for a cash consideration, in lieu 
of exercising the subscription privilege 
himself. This provoked a discussion as 
to the correct accounting procedure in 
such cases. 
A stock right is a privilege granted by a 
corporation to its stockholders to subscribe 
to additional shares of its capital stock. 
A subscription price is named, less than 
the prevailing market quotations for out-
standing shares; and the subscription is 
opened to all stockholders of record at a 
specified date, in proportion to their exist-
ing holdings. 
The issuance of stock rights not infre-
quently is resorted to by corporations in 
raising new capital. If new stock carrying 
a voting power is to be issued, it must 
necessarily be offered first to existing 
stockholders, in order to preserve their 
interests in the business. The recipients 
of the rights may exercise the privilege of 
subscribing for additional shares in ac-
cordance with the terms of the offer. If 
they prefer not to exercise the privilege 
themselves, they may sell the rights to 
others. 
A number of such sales usually takes 
place, and gives the rights a definite market 
value. When an announcement is first 
made of a privileged subscription, the 
rights thereto are dealt in on a "when 
issued" basis; that is, the contracts stipu-
late delivery and payment when the war-
rants are available. The stock subject 
to the rights is sold "rights on," which 
means that the quotations include the 
value of the rights. When the stock war-
rants are issued, they become the objects 
of separate transactions; and the stock is 
quoted "ex-rights," its price no longer 
including their value. 
Theoretically, the market value of a 
right would be determined somewhat as 
in the following illustration. A client 
bought 200 shares of Buckeye Mil l stock 
at 125, the current market price. The 
Buckeye Mi l l Company then announced 
an increase of 50 per cent. in its capital 
stock, to be subscribed by its stockholders 
at 100. The client thereupon came into 
the possession of "200 rights," conferring 
on him the privilege of subscribing to 100 
additional shares of Buckeye Mi l l stock at 
100. 
Had he elected to exercise his privilege, 
he would have held 300 shares at a total 
cost of $35,000, an average cost of $116.67. 
He chose, however, to sell to another the 
privilege of buying the stock at a price 
lower than the market. He was willing 
to dispose of his rights for a consideration 
which would leave him in the same rela-
tive position with regard to average cost 
of shares held as if he had bought the 
additional shares himself. By a little 
mathematics he arrived at the conclusion 
that this consideration was $1,666.67, or, 
$8.33 per right. If he sold on that basis, 
he would hold 200 shares at a net cost of 
$23,333.33; that is, $25,000 original cost less 
$1,666.67 derived from sale of rights, or 
an average cost of $116.67. 
The price of $8.33 per right, in this 
case, is known as "parity." At that figure 
it is immaterial to a purchaser whether he 
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buys an old share at 116-2/3, or whether he 
buys two rights at 8-1/3 each and sub-
scribes for a new share at 100. 
Practically, this parity tends to be main-
tained. A fall in price would make it 
cheaper to buy rights and subscribe for 
new stock than to buy old stock, and would 
give rise to enough transactions of this 
kind to restore the parity. 
How then should the recipient of stock 
rights show on his books the consideration 
received from their sale? 
Based on what probably is regarded as 
the general conception of rights, the pro-
ceeds of sale would be taken up as a credit 
to other income. Such is the procedure 
which originally was prescribed by the 
Treasury Department in cases where tax-
able income was affected by proceeds from 
the sale of rights. A decision of the 
Federal District Court of Maryland held, 
in an action against a local collector for 
the annulment of the Internal Revenue 
Bureau's regulation, that proceeds of the 
sale of stockholders' rights to subscribe for 
stock at less than current market price do 
not consist entirely of income and are 
therefore not wholly taxable. The Com-
missioner of Internal Revenue, however, 
did not rescind the regulation, but appealed 
the case to the United States Supreme 
Court. The Supreme Court affirmed the 
decision of the lower court and held that a 
sale of rights is partly a sale of a portion of 
the stockholders' capital interest in the 
company. 
The case as reported shows the opinion 
covering the point as follows: 
"The district court rightly held defend-
ant in error liable to income tax as to so 
much of the proceeds of sale of the sub-
scription rights as represented a realized 
profit over and above the cost to it of what 
was sold. How the gain should be com-
puted is a matter of some contention by the 
government in this court, but it admits of 
little doubt. To treat the stockholders' 
right to the new shares as something new 
and independent of the old, and as if it 
actually cost nothing, leaving the entire 
proceeds of sale as gain, would ignore the 
essence of the matter, and the suggestion 
cannot be accepted. The district court 
proceeded correctly in treating the sub-
scription rights as an increase inseparable 
from the old shares, not in the way of 
income but as capital; in treating the new 
shares if and when issued as indistinguish-
able legally and in the market sense from 
the old; and in regarding the sale of rights 
as a sale of a portion of a capital interest 
that included the old shares." 
The rule laid down by the court for 
apportioning the proceeds of sale of rights 
between capital and income is as follows: 
Add the price received for the rights 
necessary to acquire one new share, and the 
price at which the new share can be ob-
tained. This gives the theoretical selling 
price of a new share. 
Add the cost of the old shares entitling 
the holder to one new share, and the price 
at which the new share can be obtained. 
Divide this sum by the number of old and 
new shares thus added. This gives the 
theoretical average cost price of a share. 
The difference between these two figures 
is the profit on the sale. It is the portion 
of the proceeds from sale of rights to be 
taken up as profit. The balance of the 
consideration received is a return of capital. 
In the case above there was no profit 
realized by the client: 
Two rights sold at 8-1/3 $16.67 
One share acquired 
with above 100.00 
Total $116.67 
Cost of two shares at 
125 $250.00 
Cost of one new share. 100.00 
Total $350.00 
Divided by 3 $116.67 
There is no difference between the amounts 
computed under the first and second steps, 
and hence no profit. 
Suppose, however, that the client had 
bought his stock when the market was low, 
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say at 110. The computations under the 
first step of the formula are the same as 
above: $116.67. The second step differs 
from the foregoing: 
Cost of two shares at 
110 $220.00 
Cost of one new share.. 100.00 
Total $320.00 
Divided by 3 .$106.67 
The amount figured under the first step 
exceeds this amount by $10. This excess 
is the profit on the sale of two rights. 
Since the client owned 200 rights, his total 
profit would have been $1,000. It should 
be credited to other income. The balance 
of the selling price—$666.67—represents a 
return of capital, and should be credited to 
the investment account. 
From a theoretical point of view it 
appears that the decision of the court is 
based on the premise that there has been 
a dilution of book value of the investment 
through the introduction of additional 
shares which serve to decrease the pro-
rata amount of surplus per share. Thus, 
net assets of $1,000,000 represented by 
5,000 shares having a par value of $50 per 
share would give a surplus value of $150 to 
each of the shares. The introduction of 
2,500 additional shares sold at $50 per 
share would dilute the surplus value per 
share to $100. 
But it is conceivable that new shares 
might be offered at $200 per share, in 
which event there would be no dilution. 
And, apparently, it would be just as wrong 
to credit proceeds arising from the sale of 
rights against the investment value in a 
case of this kind, where there has been no 
dilution, as not to credit such proceeds to 
the investment value, where there has 
been dilution. 
In practice the new offering of stock 
would probably not be made at so high a 
figure as $200 in the above case, since then 
stock rights would possess no value what-
so-ever. It would be immaterial to pur-
chasers whether they bought old or new 
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stock. On the other hand, a figure as 
low as $50 would not be named, since sale 
of additional stock at that price would 
cause too great a dilution in existing values, 
and would give the stock rights an inordi-
nately high value. In most cases, conse-
quently, a middle course would be adopted. 
The sale of stock rights then would con-
sist of both a return of capital and a profit. 
Decision as to the proper method of treat-
ing proceeds from the sale of rights would 
therefore appear to depend on the degree 
of dilution. 
As a practical accounting matter, deci-
sion would seem to be affected considerably 
by the amount involved in the sale of 
rights. Where the number of shares held 
is small and the amount received from the 
sale of rights is relatively insignificant, it 
would appear to be immaterial whether the 
proceeds are treated as income or as a 
reduction of investment. Where the 
amount is large there can be no question, 
if dilution has taken place, about the 
desirability of applying the amount in re-
duction of the investment v a l u e . 
Certainly, from the point of view of con-
servative financial policy, this treatment is 
to be preferred. There can be no objec-
tion, however, to following the wishes of 
clients if such wishes express a preference 
for treating the item as income, as long as 
the item is clearly set out in the income 
statement and the investments ear-marked 
to show that the asset value has not been 
reduced through the application of the 
proceeds. 
Book Review 
Kilduff, Frederick William. Auditing 
and Accounting Handbook. (New York, 
McGraw-Hill Book Company, Inc., 1924. 
813 pp.). 
The purpose of a handbook is to collect 
material relating to some subject in order 
that the material may be readily accessible 
when the subject in question is under con-
sideration. The preparation of a hand-
book does not contemplate necessarily, any 
new contribution to the literature on the 
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subject. A handbook is essentially a 
collection. Consequently, in judging the 
value of a handbook one must have before 
him the question of how good and appro-
priate is the selection of material. 
Answering these questions one must 
truthfully say that Kilduff's Handbook is a 
collection of excellent material appropriate 
to the subject. It gives evidence of 
thought as to the uses to be made of the 
material rather than a mere mechanical 
assembly of data which relates to the 
subject. The author appears to have 
kept in mind what, in the way of material, 
constitutes the equipment of the modern 
accountant. Some of this material, while 
not new to use, has in the past been some-
what difficult to find, and he has rendered 
a distinct service to the practicing account-
ant in making such information readily 
accessible. 
The chapters on "Auditing," "Property 
Classifications and Records," "Deprecia-
tion," "Financial Statements and Forms," 
and "Accounts and Accounting Forms" 
offer nothing particularly new even in 
handbook form. But the chapter on 
"Outline for Plant Survey" is a distinctly 
meritorious feature of the book. The 
chapter on "Inventory" is without serious 
competition in any of the existing litera-
ture. This, perhaps, might have been 
expected because of the author's pains-
taking study of the subject and exposition 
in his book, "Standard Inventory Manual." 
It may also be said that the chapter on 
"Mathematics" presents nothing new or 
startling, but it has the very practical 
value of getting together in small compass 
formulas and their application to financial 
problems which uses are indicated fre-
quently these days in the practice of ac-
countancy. Few mathematicians even 
carry these formulas in their heads and it 
would be unreasonable to expect account-
ants to do so. When the formulas are 
needed, however, they are badly needed, 
and may only be had as a rule by reference 
to books which specialize in this subject, 
Hence their inclusion in a handbook is 
very welcome. 
The wealth of tables which Kilduff's 
book contains adds greatly to its practical 
value. Among these tables are those 
dealing with depreciation, showing the 
multipliers by years and months for rates 
running from 2% to 30% per annum; the 
sinking fund tables covering from one to 
fifty payments at rates running from 3% 
to 6% by quarters; the fractional parts 
of payroll weeks, insurance short-rate 
tables, term policies, and the expired 
insurance tables covering both one-year 
and three-year policies. 
Al l in all, this book should receive a 
hearty welcome at the hands of practicing 
accountants, who are learning to depend, 
with increasing frequency, on collateral 
tools in their work of serving business. 
Mr. F. L . Hammond has received the 
C. P. A. certificate of the State of Alabama, 
having successfully passed the May, 1924, 
examinations. 
Mr. W. E . Nissen has been appointed 
manager of the Salt Lake City office, effec-
tive July 1, 1924. 
Messrs. W. M . Trant and M . C. Cal-
houn, of the Denver office, are to be con-
gratulated upon their attainment of the 
C. P. A. certificate of Colorado. 
Mr. C. C. Croggon has acquired, in 
addition to the other certificates which he 
holds, the C. P. A. certificate of the State 
of Alabama. 
Mr. A. W. Clapp, of our Atlanta office, 
is to be congratulated upon his success in 
passing the law examinations of Georgia. 
Mr. Clapp was admitted to the bar on 
July 14. 
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Figuring from Facts 
" F A C T S , not opinions" was the motto 
adopted by a celebrated engineer at 
the outset of his career as a guiding rule for 
the governance of his professional service. 
The fame which he attained, the prestige 
which he achieved, the competence which 
he accumulated are strong arguments for 
the soundness of his reasoning and the 
logic of his motto. How closely he fol-
lowed his rule, how conscientiously he 
served his ideal may be judged by the 
general results which he accomplished. 
It is well that a man should have a phil-
osophy of conduct. Success is more likely 
to follow a carefully thought out plan. 
Mottoes are a steadying force in the buffet-
ing conflict of daily life. No one has more 
need for a good motto than a professional 
accountant. But the motto must be 
appropriate. 
"Facts, not opinions" is about one-third 
of a good motto for the accountant of to-
day whose desire is to serve his clients well. 
The remainder should be "with interpreta-
tion and instructions for use." 
The study of history has no significance 
aside from pleasant diversion if the lessons 
of the past are not made to serve as a basis 
for future conduct. Al l the talk about 
accounting as a tool of business is a hollow 
sham if accounting results are not inter-
preted and used for future guidance. Facts 
they may be, indisputable, poignant; but 
the past is past. The future holds the 
possibilities. 
The accountant must find the facts, 
Guesswork, imagination, opinions in lieu 
thereof are not only gratuitous but out of 
place in his sphere of activity. His work 
is nowhere near finished if he carries it no 
further. He must supplement the first step 
by trying to find out what the facts mean 
and the manner in which they may be 
utilized to the best advantage as business 
goes on. 
No argument for forecasting need be read 
out of this thesis. It is not a plea for the 
cultivation of occult powers. There is 
room for the application of a large measure 
of common sense in studying accounting 
data and relating it to the fundamental and 
simple activities of business enterprise. 
Plain arithmetic some skeptics doubtless 
would call it. If it takes fifty thousand 
dollars worth of goods to supply customers 
for one month, how many months at the 
same rate will one hundred and twenty-
five thousand dollars worth last? Is such 
supply too large or too small? And the 
answer does not have to be an opinion. 
Figuring from facts is not the preroga-
tive of business men, lawyers, engineers, 
and efficiency effusers. Accountants should 
not be regarded as presumptuous if they 
essay to do so and do it intelligently and 
well. Clients need not be blamed if they 
expect their accountants to do some of it 
for them. If the accountants are not cap-
able of doing such work they may as well 
renounce their profession and relinquish 
the field to other contemporaries who are 
eager for the opportunity. 
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Answering Questions 
" H O W much are you short?" asks the 
surety company representative who 
detects irregularities intuitively, or by 
walking through an office and looking a 
cashier in the eye. "What is the amount 
of the shortage?" queries the employer 
whose employee has confessed to having 
misappropriated funds. "What did you 
find?" asks the client of the accountants 
who have investigated some matter for 
him. 
It is but natural that these questions 
should be asked; that they should be 
abrupt, short, and pointed. The seeker 
after information wastes no time or words 
in phrasing his questions. He is not con-
cerned with the niceties of expression. He 
even may sacrifice grammatical construc-
tion as long as no doubt may arise as to the 
meaning. 
The chances are that answers to such 
questions would meet with high favor were 
they equally terse, provided they were to 
convey the specific information sought. 
Every question requires some kind of 
answer. A direct question calls for a 
direct answer. An implied question may 
not be ignored if satisfaction is to be ac-
corded to the privileged party in a rela-
tionship. 
How often does a client receive a direct 
answer in reply to a direct question asked 
of a lawyer or of an accountant? Seldom. 
The reply usually is hedged about with 
qualifications and protective phrases such 
as, "We are informed," or "It appears," or 
equally non-committal statements. This 
all may be necessary if the statement is a 
matter requiring proof but it must be fairly 
unsatisfactory to the client. 
How many times is a layman able to 
understand a legal document because of 
the "whereases," "said parties," and so on? 
Is it not tiresome to be obliged to read page 
upon page of legal verbiage and study at 
length certain passages in order to under-
stand the terms of a simple contract? 
Put yourself in the place of a client who 
asks you to investigate some matter for 
him which he has neither the time nor 
technical ability to penetrate and when he 
receives your report is unable to tell what 
your conclusions are without reading thou-
sands of words and searching out the con-
clusions for himself. Is he likely to be 
pleased? He is not. 
Every engagement carries with it a ques-
tion either expressed or implied. If the 
question is expressed, so much the better. 
If the implication has to be read out of the 
engagement, the question is none the less 
present. In either event an answer is re-
quired. The question is the prevailing 
thought in the client's mind. He is en-
titled to expect an answer. He is entitled 
to have the answer conveyed to him with a 
minimum of effort on his part in order to 
grasp it. He is entitled to the substance 
of the answer immediately upon picking up 
the report. 
It is surprising the extent to which 
accountants ignore the simple principles of 
service relationship. The perfectly obvi-
ous requirements of successful contact in 
business are sacrificed to form day in, day 
out. Instead of telling a client immedi-
ately in a few well chosen words the par-
ticular thing he wishes to know, pages are 
devoted to discussion which is involved, 
technical, filled with formal detail, and 
qualified to a high degree. 
A review of twenty-five reports dealing 
with special investigations will not show 
one which summarizes the findings in the 
opening paragraph of the presentation or 
the comments. In most instances the con-
clusions appear, if at all, in the last para-
graph of the comments, to be found only 
after reading pages of detail ranging from 
two to forty-seven. Scarcely ever will the 
reports where shortages are involved dis-
close the amount of the shortage until the 
reader has searched through five or six 
pages. 
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The following is a typical case; a certain 
bookkeeper and cashier was suspected of 
irregularities. We were retained to make 
an investigation. We discovered that he 
had been misappropriating receipts from 
customers and funds already in possession 
of the company through excessive pay roll 
charges. The shortage which could be 
definitely established was $1,236.43. He 
was suspected of further misappropriations 
which could not be positively determined 
because of the condition of the records. 
The report contains eighteen pages of 
text and seventeen pages of exhibits. It 
opens with the usual presentation referring 
to the comments and describes five exhibits 
relating to invoices and time cards. The 
presentation makes no mention of the 
shortage either in fact or amount, merely 
reciting the authority for and specific na-
ture of the engagement. The comments 
begin with a discussion of the records ex-
amined, followed by a discussion of the 
cash book, the condition of the records, 
irregularities, the classes of irregularities, 
after which the irregularities are itemized 
and described in detail. Not until one 
reaches page nine of the report is it possible 
to determine the total of the irregularities 
of definite amounts. 
Ordinary every day common sense, to 
say nothing of business psychology, would 
suggest that the thought uppermost in the 
mind of the client upon receiving the report 
and the question which probably he would 
ask were he to have the opportunity would 
be, "How much is he short?" He might be 
excused for being peeved if his question 
were not answered or the answer were not 
forthcoming promptly. 
His question would have been answered 
and the chances are that his impression of 
our ability would have been better, if in the 
presentation after the usual introduction, 
"Pursuant to engagement, etc.," we had 
set forth the results somewhat in the 
following fashion: 
"Our investigation discloses misap-
propriations of cash amounting to 
$1,236.43, in addition to which there are 
numerous alterations in the accounts 
which create the suspicion of irregulari-
ties without affording definite evidence 
of misappropriation. The determina-
tion of specific amounts in these instances 
appears to be impossible because of the 
chaotic condition of the records kept by 
Mr. Blank. Our findings in detail are 
set forth in the sixteen pages of com-
ments and the following described ex-
hibits." 
Every investigation calls for an expres-
sion of findings. The findings should be 
summarized as near the beginning of the 
report as possible. Gist is the thing of 
importance. Amplification and elabora-
tion may follow. The thing of importance 
should occupy the prominent place. An-
swering questions should not be a lost art. 
Reports of Two Kinds 
AUDIT reports may be classified, for the purpose of considering their 
practical value to clients, into two kinds. 
In one, the comments are devoted chiefly 
to a discussion of the audit procedure. In 
the other, the discussion covers rather the 
significance of the accounting results as re-
viewed by the auditor after he has verified 
their accuracy, the reliability of their 
sources and the soundness of the processes 
by which they were developed. 
Comments of the first kind fill many 
pages. They give the report an appear-
ance of having quantity. If quantity is 
the standard by which reports are judged 
such reports are successful. Comments of 
this character require considerable time for 
their preparation, typing and review, not 
to mention the paper involved. Their 
value to the client is extremely doubtful, 
particularly when one considers the minute 
detail into which they go. 
That the client may be interested in cer-
tain matters of procedure or of fact must be 
conceded. A specific request on his part 
for a detailed examination of the cash trans-
actions obviously calls for a definite state-
ment in the comments that this was done, 
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with whatever the result may have been. 
It is conceivable that he may be interested 
in the announcement that requests for con-
firmation of accounts receivable were sent 
to all customers with the result that satis-
factory replies were received from 85 per 
cent. He is unlike the average man if he is 
willing to pay for a formal recital of the 
methods which the auditor used to satisfy 
himself on every account and an explana-
tion of all the items in the financal state-
ments which either have been or could be 
made entirely clear in the captions thereof. 
On the other hand information which 
may be used to advantage in "running the 
business" usually is welcome. Frequently 
it is worth to the client many times what it 
cost him to obtain. The audit is unusual 
which does not bring out facts which would 
be not only of interest but of value if the 
facts were recognized by the auditor and 
properly presented. Experience teaches 
that generally such information is gladly 
received. Scarcely ever, if ever, is it re-
sented as presumptuous unless the engage-
ment is so clear in its specifications as to 
preclude anything other than certain work. 
This, however, is rarely the case in an audit 
engagement. 
A corporation organized under the laws 
of the State of Pennsylvania closed its books 
for the fiscal year and retained certified 
public accountants to make an audit of the 
accounts for the year. The balance sheet 
prepared by the auditors disclosed a sub-
stantial capital deficit. The income state-
ment prepared by the auditors showed 
distributions of cash dividends sufficiently 
in excess of the profits for the current year 
and accumulations of prior years to pro-
duce the capital deficit. The dividends 
were equivalent to about 80 per cent. of 
the par value of capital stock outstanding. 
Dividends of 20 per cent. would have con-
stituted an exceedingly liberal return on an 
investment in the line of business in 
question. 
The Pennsylvania law permits such 
dividends out of net profits "as shall 
appear advisable to the directors" but such 
dividends shall in no case exceed the net 
profits "actually acquired" by the company 
so that by the distribution of dividends the 
capital of the company may become im-
paired. Directors who declare a dividend 
when a company is insolvent or the pay-
ment of which would render it insolvent 
become jointly and severally liable for all 
debts of the company to the extent of the 
dividend so declared. 
In the case under discussion the directors 
rendered themselves liable in the amount 
of the capital deficit. They placed their 
reputation for sound business judgment in 
jeopardy by allowing the corporation to be 
deprived of funds which should not have 
been withdrawn. 
The balance sheet showed that the 
amount due trade creditors was consider-
ably in excess of the merchandise inven-
tory. In addition, bank loans, all of one 
bank, equal to more than one-third of the 
current assets, had been increased $15,000 
during the year and represented about 65 
per cent. of the accounts receivable. The 
same bank also had discounted $80,000 of 
the company's notes receivable of cus-
tomers. 
Accounts receivable were only slightly in 
excess of one month's average sales but 
inventories were sufficient for only about 
half a month's average sales, a stock not 
only out of proportion to the turnover in 
the business in question but somewhat 
risky in the light of sources of supply, 
deliveries, and transportation emergencies. 
The capital investment situation was 
also one calling for consideration. At the 
close of the previous year the capital sup-
plied by outsiders (accounts, notes and 
loans payable, etc.) was 43 per cent. of the 
total, leaving 57 per cent. representing the 
equity of the proprietors. The balance 
sheet as of the date closing the audit period 
showed that the situation had changed so 
that 53 per cent. of the total capital was 
then being furnished by outsiders, with 
only 47 per cent. belonging to the pro-
prietors. Of the capital contributed by 
outsiders, 60 per cent. was furnished by 
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the bank, which contribution was equal to 
about one-third of the entire capital in 
the business. 
This case is one typical of inefficient 
financial management. Sales for the year 
had shown a large increase, with a very 
satisfactory improvement in the ratio of 
cost to sales. Selling, administrative and 
general expenses had increased slightly, due 
to causes which were apparent and entirely 
proper. The increase in net profit from 
operations was substantial, both in amount 
and in relation to sales. Altogether the 
operating figures were indicative of a grow-
ing, healthy business. The cream, how-
ever, was being skimmed, inadvertently, 
but none the less quickly and too closely 
by the proprietors. 
If, instead of the large amount which was 
distributed as cash dividends, funds in 
excess of rational dividend disbursements 
had been utilized in reducing the bank 
loans and trade liabilities, the capital 
deficit would have been avoided, the direc-
tors would have escaped personal liability, 
and the credit position of the company 
would have been much improved. One 
quarter of the profits for the year would 
have sufficed for liberal dividends. Had 
the remainder been applied in an efficient 
financial manner, the current assets would 
have been two and a half times the current 
liabilities instead of one and a third times, 
as they were. The bank would have had 
no occasion for calling the loans which, 
had it so done, the company could not have 
met out of funds in hand, the cash on 
deposit being equal to only 14 per cent. of 
the amount due to the bank. 
In the light of the foregoing, note the 
comments of the auditors, which without 
mentioning any of the above, were in part 
as follows: "The cash on deposit at 
December 31, 1923, was verified by certifi-
cations of the depositaries. The office and 
salesmen's funds of $1,000 were verified by 
count on March 1, 1924. The notes and 
trade acceptances receivable at December 
31, 1923, were verified by inspection of 
those on hand at the time of our audit, and 
by reference to correspondence, cash rec-
ords, etc., for those discounted or collected 
prior to our audit. The detailed records 
of accounts receivable were examined and 
the aggregate amount of the balances 
therein at December 31, 1923, was found 
to be in agreement with the general ledger 
controlling account. During the year 
under review monthly amounts, based on 
volume of sales, were credited to a reserve 
account to provide for uncollectible ac-
counts. Al l accounts which during the 
year under review proved to be uncollecti-
ble were charged against the reserve and 
the remaining balance at December 31, 
1923, was transferred to profit and loss." 
So the recital runs on for several pages. 
There is nothing about the business. It is 
all about the accounting methods and audit 
procedure. The financial statements are 
all that might be desired. They are well 
arranged and in comparative form. The 
story which has been related in illustration 
of the possibilities of interpretation and as 
offering a basis for useful comment was 
read out of the statements. 
The argument may be advanced perhaps 
that if the situation as interpreted is shown 
by the statements the client can find the 
facts therein. Why then bring out some-
thing which is apparent? The answer is 
this: The client is not likely to associate 
the figures in the same manner as does the 
accountant. He probably will not see the 
undesirable capital tendencies until they 
are brought out for him. He probably 
will not realize the danger line which in 
fact he has already passed with respect to 
the bank. Service to clients is not com-
plete, nor does the report fulfil its mission 
until the financial data which the state-
ments contain are presented in a way which 
will leave no doubt as to their significance. 
Such reports are more likely to win the 
respect and satisfaction of clients than the 
other kind. 
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Why the Increasing Loss? 
MO D E R N accounting literature has much to say in advocation of more 
lucid audit reports, and in disparagement 
of auditors whose comments are little more 
than a statement that, "we have counted 
and verified." The value of such writings 
may be appraised in the light of findings 
in a recent engagement. 
The engagement was the regular annual 
audit for the year ended December 31, 
1923, of a large wholesale dealer in woolens 
and allied products. The comparative 
statements prepared disclosed continually 
increasing net losses year after year. For 
the period under consideration the loss was 
a formidable amount, and was more than 
double the loss for the preceding period. 
Reasons for such a condition would be of 
utmost value to the client and should 
therefore be sought out. 
In the first place, unfortunate non-
operating transactions might have caused 
the trouble. Both income credits and 
charges, however, were normal in amount, 
with non-operating income on the increase 
and charges on the decline. The number 
of unprofitable foreign exchange operations 
had diminished. A reduction in reserves 
for inventory fluctuations had resulted in 
a credit to other income. 
The source of the client's difficulties lay 
therefore in his regular business operations. 
The 1923 operating loss was $48,000, or 
1 3 ½ per cent. of the year's net sales. The 
1922 figure had been only $1,400, or 3/10 
of 1 per cent. of net sales for that year. 
Operating expenses were then scruti-
nized. They were found to contain a large 
number of relatively fixed items, such as 
rent and salaries, which were too heavy for 
the volume of business to bear. These 
items had remained practically stationery 
during 1923, in the face of a large decline in 
volume of business. They served, there-
fore, to augment considerably the operat-
ing deficit for the year. 
Only a part of the increased loss, how-
ever, could be accounted for in this way. 
The cost of sales, although having de-
creased in 1923, had not fallen off as 
rapidly as the sales, and therefore repre-
sented a greater percentage of sales than 
was the case in the preceding year. This 
fact received rather careful attention. 
The woolen department was chosen for 
study, as being the most important as well 
as the most representative of the business 
as a whole. This department had started 
out at January 1, with inventories of 
$138,000; had made purchases during the 
year of $98,000; and had wound up at 
December 31 with inventories of $107,000. 
The cost of sales was therefore $129,000. 
On the basis of the 1922 ratio of cost of 
sales to sales, this figure would have been 
only $117,000, freight, drayage, and other 
miscellaneous components of cost of sales 
having been left out of consideration. 
Considering the size of the inventories 
involved, and the large difference between 
the opening and closing inventories, inves-
tigation began there. Any one of several 
irregularities might have caused adverse 
results. 
A mechanical mistake might have been 
made in the computation of the inventory 
figures, such as in extensions, footings, etc. 
However, the calculations, which were 
made by an inventory computing company, 
were tested and found correct. The use of 
erroneous prices in taking the inventory, 
either at the beginning or at the end of the 
year, or both, or a change in the basis used, 
from a higher to a lower, might cause cost 
of sales for 1923 to show a relative increase 
over 1922. However, the accountants 
tested the prices and found no mistakes. 
And the inventories at both dates were 
taken on the same basis—cost or current 
market price, whichever was lower. 
The January 1 inventory figures might 
have been padded, through the inclusion 
of worthless goods at inflated prices or 
otherwise. In view of the size of the in-
ventories this point received particular 
attention, but nothing came of it. 
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The closing inventory, on the other hand, 
might have been unduly depressed, by the 
exclusion of legitimate items, by thefts 
during the year, or by a sudden drop in 
prices shortly before taking stock. The 
accountants satisfied themselves that all 
items were included in the inventory 
figures. Thefts, because of the physical 
control exercised, were extremely unlikely. 
With regard to prices, it was ascertained 
from the Monthly Survey of Current Busi-
ness, published by the United States De-
partment of Commerce, that wholesale 
woolen prices at the time the client took 
his closing inventory were less than the 
prices at the beginning of the year, less than 
the average for the year, and considerably 
less than the high peak of the year, which 
had been reached during May, June, and 
July. It was found, however, that the 
purchases had been fairly evenly distrib-
uted over the year, so that the inventory 
at December 31 was not unduly depressed 
by the low price then prevailing. 
And, although the inventory at Decem-
ber 31 was less by a sizable amount than 
the inventory at January 1, the decrease 
was found to be not at all unwarranted, 
nor out of proportion to decreases in the 
other items. The inventory carried seemed 
to be still considerably in excess of the 
client's needs. In fact, in relation to 
net sales it was increasing instead of de-
creasing. And where stock had been 
turned over 2½, times in 1921, and times 
in 1922, it was turned over only 0.93 times 
in 1923. There is little doubt that these 
excessive inventories had played a large part 
indirectly in the client's misfortunes. 
Failure to discover erroneous treatment 
of inventories led to a study of purchase 
prices. It was found, from the source above 
quoted, that the average price of woolens 
for 1923 considerably exceeded that for 
1922. Since purchases were fairly well 
distributed over the months, the conclu-
sion was reached that the unit cost of 
goods sold increased during the year 1923. 
It still remained to find out why the cost 
of sales should increase in relation to sales. 
Al l the above expedients failing to answer 
the question, an inquiry was directed into 
individual sales prices. It was found that 
they had not increased as rapidly as cost 
prices, the spread between cost and selling 
price being thereby reduced—a fact par-
ticularly unfortunate in view of the declin-
ing volume of business. 
Of Collateral Interest 
(Continued from January, 1924 Bulletin) 
812. Destroying Evidence: A person who, 
knowing that a book, paper, record, instru-
ment in writing, or other matter or thing, is or 
may be required in evidence, or on a motion, 
upon any trial, hearing, inquiry, investiga-
tion, or other proceeding, authorized by law, 
wilfully destroys the same, with intent there-
by to prevent the same from being produced, 
is guilty of a misdemeanor. 
814. Suppressing Evidence: A person who 
maliciously practices any deceit or fraud, or 
uses any threat, menace or violence, with 
intent to prevent any party to an action or 
proceeding from obtaining or producing there-
in any book, paper, or other thing which 
might be evidence, or from procuring the 
attendance or testimony of any witness there-
in, or with intent to prevent any person having 
in his possession any book, paper, or other 
thing which might be evidence in such suit or 
proceeding, or to prevent any person being 
cognizant of any fact material thereto from 
producing or disclosing the same, is guilty of 
a misdemeanor. 
889. Other Cases of Forgery in Third 
Degree: A person who: 
1. Being an officer or in the employment of 
a corporation, association, partnership or 
individuals falsifies, or unlawfully and cor-
ruptly alters, erases, obliterates, or destroys 
any accounts, books of accounts, records, or 
other writing, belonging to or appertaining to 
the business of the corporation, association or 
partnership or individuals; or 
2. With intent to injure or defraud, shall 
falsely make, alter, forge or counterfeit, or 
shall cause, aid, abet, assist or otherwise 
connive at, or be a party to the making, alter-
ing, forging or counterfeiting, of any letter, 
telegram, or other written communication, 
paper, or instrument by which making, alter-
ing, forging or counterfeiting, any other person 
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shall be in any manner injured in his good 
name, standing, position, or general reputa-
tion; or 
3. Shall alter or shall cause, aid, abet, or 
otherwise connive at, or be a party to the 
uttering of any letter, telegram, report or 
other written communication, paper or instru-
ment purporting to have been written or 
signed by another person, or any paper pur-
porting to be a copy of any such paper or 
writing where no original existed, which said 
letter, telegram, report or other written com-
munication, paper or instrument, or paper 
purporting to be a copy thereof, as aforesaid, 
the person uttering the same shall know to be 
false, forged or counterfeited, and by the 
uttering of which the sentiments, opinions, 
conduct, character, prospects, interests or 
rights of such person shall be misrepresented 
or otherwise injuriously affected; or 
4. With intent to defraud, shall forge, 
counterfeit or falsely alter and wrongfully 
utter any ticket, contract, or other paper, or 
writing entitling, or purporting to entitle, the 
person whose name appears therein, or the 
holder or bearer thereof, to entrance upon the 
grounds or premises of any membership cor-
poration, or being thereupon, to remain upon 
such grounds or premises; or, with like in-
tent, shall use any such ticket, contract or 
other paper or writing, to effect an entrance 
or as evidence of his right to remain upon such 
grounds or premises; or, with like intent, 
shall sell, exchange or deliver, or keep or offer 
for sale, exchange or delivery, or receive upon 
any purchase, exchange or delivery, any such 
ticket, contract or other paper or writing, 
knowing the same to have been forged, 
counterfeited or falsely altered, 
Is guilty of forgery in the third degree. 
A person who, with intent to defraud or to 
conceal any larceny or misappropriation by 
any person of any money or property: 
1. Alters, erases, obliterates, or destroys 
an account, book of accounts, record, or 
writing, belonging to, or appertaining to the 
business of a corporation, association, public 
office or officer, partnership, or individual; or 
2. Makes a false entry in any such account 
or book of accounts; or 
3. Wilfully omits to make true entry of 
any material particular in any such account 
or book of accounts, made, written, or kept 
by him or under his direction; 
Is guilty of forgery in the third degree. 
4. The altering, erasing, obliterating, or 
destruction of any account, books of account, 
record, or writing, or the making of false entry 
in an account, statement of financial condi-
tion, or book of accounts, or the wilful omis-
sion of material entries in such account, state-
ment or books of account, by any person, 
whether by his own hand or the hand of 
another, if made with intent to defraud 
creditors or to conceal a crime, or to conceal 
from creditors or stockholders or other per-
sons interested matters materially affecting 
the financial condition of any individual, 
corporation, association, or partnership; or 
to provide a basis for the obtaining of credit 
or property by or for such individual, cor-
poration, association, or partnership, shall 
render such person guilty of forgery in the 
third degree, within the meaning of this sec-
tion; but this provision shall not apply to any 
clerk, bookkeeper, or other employee, who, 
without personal profit or gain, merely exe-
cutes the orders of his employer. 
Mr. H . S. DeVault, for several years 
manager of our Shanghai office, has re-
turned to the United States and will be 
connected with the New York Thirty-
nine Street practice office. 
Mr. W. P. Donnelly, of our Portland, 
Oregon, office, is to be congratulated on 
having passed the C. P. A . examinations 
of the State of Oregon. 
Mr. M . P. Swan, originally of the New 
York Broad Street staff and for a number 
of years connected with our Paris office, 
has been detached therefrom and is en 
route to New York, where he will be located 
in the future. 
Mr. A. Nickerson, formerly associate 
manager of our Boston office, has with-
drawn from our organization and has 
become associated with Lewis, Murphy & 
Company, in Boston. 
Mr. W. L . Hagerty, of Providence, 
recently connected with our Havana office, 
resigned August 15. 
PRESS OF WILLIAM G R E E N , N E W YORK 
ATLANTA 
BALTIMORE 
BIRMINGHAM 
BOSTON 
BUFFALO 
CHICAGO 
CINCINNATI 
CLEVELAND 
DALLAS 
DENVER 
DETROIT 
KANSAS CITY 
LOS ANGELES 
MINNEAPOLIS 
NEWARK 
NEW ORLEANS 
NEW YORK 
HASKINS & S E L L S 
C E R T I F I E D P U B L I C A C C O U N T A N T S 
BULLETIN 
E X E C U T I V E OFFICES 
HASKINS & SELLS BUILDING 
37 WEST 39TH ST., NEW YORK 
PHILADELPH4A 
PITTSBURGH 
PORTLAND 
PROVIDENCE 
SAINT LOUIS 
SALT LAKE CITY 
SAN DIEGO 
SAN FRANCISCO 
SEATTLE 
TULSA 
WATERTOWN 
HAVANA 
LONDON 
PARIS 
SHANGHAI 
V O L . V I I N E W YORK, OCTOBER, 1924 No. 10 
TH E time-honored American policy of isolation recently has shown signs of 
giving way to a more active participation 
on the part of the United States in world 
affairs. The indications undoubtedly are 
welcomed by American business men and 
financiers who, in the last decade, have as-
pired to play a more prominent part than 
formerly in international commerce and 
finance. 
The composite foreign interest of the 
United States manifests itself in several 
ways. One is the growth in foreign trade. 
Perhaps the original stimulus therefor 
may be traced to the urgent necessity ex-
isting after the war, of finding outlets for 
the increased production of war-time facil-
ities, coupled with a demand on the part of 
the war-stricken countries for American 
goods. The more gratifying reason prob-
ably may be found in the development of 
an international commercial consciousness 
through which American producers have 
come to realize the possibilities of foreign 
trade, to study the needs of foreign peoples, 
and to produce commodities in demand 
abroad. There have been many mishaps 
in the attempt; some very substantial in-
dividual losses, but the evidence of progress 
is found in the foreign trade statistics. 
In 1913 the United States had a total 
foreign trade of $4,276,800,000, of which 
$1,792,800,000 was imports and $2,484,-
000,000 exports. The outbreak of war in 
1914 temporarily depressed our foreign 
trade, but it recovered quickly, and by 
1920 had risen to the unprecedented height 
of $13,507,200,000, represented by $5,-
278,800,000 of imports and $8,228,400,000 
of exports. The figures for 1920 and the 
years immediately preceding, however, are 
taken at the greatly inflated prices then 
prevailing. 
The depression of 1921 reduced our 
foreign trade by almost half, and started it 
out on a more normal basis, with a satis-
factory diminution of the difference be-
tween exports and imports. By 1923 our 
imports had risen to $3,792,000,000, and 
our exports to $4,167,600,000, making a 
total trade of $7,959,600,000. Manufac-
tured goods continue to constitute the 
largest item of our exports. In 1923 manu-
factured goods ready for consumption were 
35.46% of the total, and manufactured 
goods to be used in further manufacture, 
13.53%. 
A second evidence of our increased 
foreign activity is the number of Americans 
engaged in the rehabilitation and further 
development of Europe and other foreign 
continents. Notwithstanding our tendency 
to think of Europe as an "old country," 
thoroughly exploited, there are many 
avenues of development still open. That 
is true to a much greater extent of other 
continents. 
There are many regions of the globe still 
dependent on water transportation to mar-
ket their produce. The harbors and ports 
of Europe are surprisingly deficient in 
modern equipment, and require extensive 
The March Abroad of American Capital 
74 HASKINS & SELLS October 
improvements. Vast areas of virgin coal 
fields, minerals and other natural resources 
exist in other parts of the world. Many 
countries as yet have scarcely touched their 
enormous water power. Americans re-
cently have begun to take interest in de-
velopmental work abroad, and American 
companies have been active in the con-
struction programs of several countries. 
The future undoubtedly will see a fur-
ther enlistment of American capital in this 
work. 
Through force of circumstance New York 
has assumed a position of financial leader-
ship in the world, a position which bids 
fair to become permanent. We are now in 
a better position than ever to be the 
world's bankers. The available supply of 
capital in the country is large. Our gold 
reserves, augmented last year by nearly 
three hundred millions, are unprecedented. 
Can it be possible after the colossal de-
struction which took place there that vast 
sums of capital will not be poured into 
Europe as soon as the necessary safeguards 
have been established? Is there any 
doubt whence the capital will be drawn? 
Upon the stabilization of Europe, which 
seems about to be accomplished through 
the agency of the Dawes plan, there is 
every indication that our enormous sup-
plies of capital will be utilized in the de-
velopment of foreign enterprises. It seems 
safe even to predict that American capital 
veritably will march abroad. 
Of what interest is this to American ac-
countants? It is naturally of great interest 
to them, as indicating an increased future 
demand for their services. In the past 
many American firms and companies doing 
business in foreign countries have recog-
nized the advantages of retaining American 
practitioners, and have availed themselves 
of existing opportunities. Probably it is 
not unreasonable to assume that the grow-
ing activity of Americans in international 
commerce and finance will carry with it 
much greater utilization of the services of 
American auditors on the part of American 
enterprises in foreign lands. 
Moving Our London Office 
TH E firm announces, as of September 1, the removal of our London office 
to quarters in the new Bush House, Ald-
wych, W. C. 2. Mr. W. Holding will con-
tinue as manager. 
The new location brings our office into 
the heart of London's new business center. 
The trend of business houses and offices 
recently has been towards the neighborhood 
of Kingsway and Aldwych, and many lead-
ing manufacturers, traders and distributors 
now have headquarters or administrative 
offices in this district. It represents in 
every way London's most modern com-
mercial activity. It is also the converging 
point for most of the American interests in 
London. 
Among the more prominent American 
tenants of Bush House are the Western 
Union Telegraph Company, the Guaranty 
Trust Company of New York, the Equi-
table Trust Company of New York, the 
United States and the American Com-
mercial attachés, Sears, Roebuck & Com-
pany, the Corn Products Company, Ltd., 
the Mercum Trading Company, the 
Monroe Calculating Machine Company, 
Ltd., and the United States Shipping 
Board. Foreign branches of other well-
known American institutions, including the 
Chamber of Commerce of the United 
States, are located in the immediate 
vicinity. 
Bush House, conveniently situated be-
tween Aldwych and the Strand, is one of 
London's most attractive office buildings. 
The design, by Messrs. Helmle & Corbett, 
A. I. A. , of New York, is after the tradi-
tional classic forms, with special reference 
in the Strand façade, to the beautiful 
church of St. Mary-le-Strand and to 
Somerset House. The architecture is plain 
rather than ornate, and has a fine sense of 
line and proportion. By permission of the 
London City Council, additional height 
has been given to the Strand front, where 
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the building rises to a height of 106 feet. 
The tower base rises to a height of 144 feet 
from the Strand level. The building has a 
floor space of approximately 110,000 square 
feet. Every office is a front office. 
The building was constructed through 
the agency of American interests headed by 
Mr. Irving T. Bush. It is controlled by 
since December, 1920, when it became 
necessary to vacate our original quarters 
at 30 Coleman Street, E . C. 2, in which our 
London office was opened in April, 1901— 
the first evidence of the firm's international 
expansion. 
Our new quarters are much more pleas-
antly situated than our former ones. The 
Bush House, Aldwych, London, England 
the Bush Terminal Company, of New York, 
of which Mr. Bush is president. The Bush 
Terminal Company controls also the Bush 
Terminal Railroad Company, and the Bush 
Terminal Buildings Company, which oper-
ates the Bush Terminal Sales Building in 
Forty-second Street, New York. 
The firm moves to Aldwych from 7 
Wormwood Street, Old Broad Street, E . C. 
2. The offices there have been our home 
increased space will facilitate the firm's 
activities and make possible more prompt 
service. The move brings the firm into 
the American district of London, and con-
sequently effects a closer relationship be-
tween the firm and the American interests 
in London. It is hoped that this contact 
will prove to be of mutual advantage, and 
will afford increased opportunities for 
service in the years to come. 
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Business and/or Politics in Europe 
B Y M . P . SWAN 
(For several years until recently on the staff of the Paris Office) 
TH E writer has been asked by the edi-tor of the Bulletin to contribute some-
thing regarding the general political and 
business situation in Europe at present, the 
progress being made by American capital, 
and the opportunity for development of 
American business there. 
The first thought which occurs to any-
body attempting to write on the above 
subjects is that so much useless as well as 
useful material has been already con-
tributed along these lines by various 
persons of varying degrees of competence, 
experience, judgment, and rashness, that 
it requires a certain amount of courage 
to try once more the patience and for-
bearance of readers by inflicting one's 
views or opinions on them. How many 
times have we all read of this or that 
economist, banker, or big business man 
making a tour of Europe, studying con-
ditions there, and after a sojourn for a few 
brief weeks, finding a ready-made cure for 
all its ills, social, economic, and political? 
But in all the host of would-be helpers of 
Europe how many false prophets have 
arisen and since been forgotten? We all 
know that the best brains of Europe, and 
for that matter of the whole world, have 
been working unceasingly and untiringly 
during the past six years on the many 
problems left in the wake of the great war, 
and that if these problems had not been 
inherently difficult and almost unsuscep-
tible of solution, they would long since 
have solved them. 
If we have learned anything at all from 
the lessons of the past few years, it is not 
to be rashly optimistic, nor too despondent, 
but rather to preserve confidence and look 
to conservatism as our guide. 
Politics and business are so closely and 
inextricably associated in Europe, and the 
reactions of the former so noticeable on 
the latter that any attempt to discuss 
business conditions without briefly sur-
veying the political causes underlying 
them would be unsatisfactory. 
This statement would seem at first 
sight perhaps an exaggeration, but a 
single instance will suffice to emphasize 
its accuracy and importance. A certain 
importer, we will say, whose business is 
located in France, may have ceased, or at 
least largely curtailed his purchases in the 
United States, and the question arises, 
"Why?" The answer, in a large propor-
tion of the cases, is that the dollar exchange 
rate is so unfavorable that he simply 
cannot afford to purchase in America, 
and must either turn his attention to 
countries with whom the franc is in better 
standing, or otherwise go out of business. 
If we pursue the question a little further 
and want to know why the exchange rates 
are unfavorable, after some thought and 
having made due allowance for other 
influences, such as trade balances, finan-
cial policy, paper circulation, etc., which 
might reasonably be expected to influence 
the exchange rates, we are forced to the 
conclusion that in a very large measure, 
political events have shaped the exchange 
movement, with a corresponding reaction 
on business. 
In November, 1918, with the conclu-
sion of the armistice and the subsequent 
signing of peace in June, 1919, the whole 
world heaved an immense sigh of relief, 
and concluded that the reign of brotherly 
love and good-will among men had com-
menced. Those alive today know how 
much bitterness and disappointment those 
unfulfilled hopes have caused. 
The attempts to put into operation and 
enforce the treaty provisions have held 
up before our eyes, on the one hand a 
Germany unable, or unwilling, or both, 
to meet her obligations loyally, and on the 
other hand that of the Allied Govern-
ments, whose soldiers had fought together 
a common foe, at odds with one another 
Bulletin HASKINS & SELLS 77 
over practically every question, and worse 
still, by their own dissensions and recrimi-
nations, encouraging the Nationalist Junk-
ers in Germany to hamper and weaken 
the Republican Government there, which 
was endeavoring to reach an accommo-
dation with the allies. 
During six valuable years the sum total 
of the accomplishment of the allied powers 
has been more than a dozen conferences, 
at which they invariably "agreed to dis-
agree," while proclaiming that they had 
made considerable progress. Meanwhile, 
as time went on, the situation became 
worse and Germany's capacity to pay 
lessened for a variety of causes. New 
governments came on the scene and either 
reversed the procedure of their prede-
cessors, or succeeded in muddling things 
up worse than they had been before. 
Throughout all the conferences France and 
England have held the center of the 
stage, and their opinions regarding the 
proper manner to secure observance of 
the treaty by Germany have always been 
diametrically opposed. England with a 
huge army of unemployed has always 
shown a disposition to give Germany a 
chance to get on her feet, so to speak, by 
treating her with a certain degree of 
leniency, hoping and contending that a 
rehabilitated Germany would mean an 
additional market, and consequently an 
incentive to commerce and industry the 
effects of which would be generally bene-
ficial. The French, on the other hand, 
have had scarcely any unemployment 
problem, their country being so well 
balanced between manufacturing and agri-
cultural interests, but they have been 
keenly and rightfully interested in the 
collection of their just reparations, and 
have never evinced a very deep desire to 
see Germany get strong and prosperous 
too quickly. Here their attitude is per-
haps somewhat inconsistent, but those of 
us who have lived in France, and have 
traveled through the devasted regions (a 
considerable proportion of which is hap-
pily rebuilt, or being reconstructed at the 
present time) can readily sympathize with 
the justice of her demands for payment. 
Immense domestic loans have been 
launched to provide the necessary funds 
for rebuilding, etc., and it is only right that 
these sums should be reimbursed to the 
French treasury by Germany, up to the 
full limit of her capacity. 
Another question in which France is 
vitally interested is that of her security 
against future aggression on the part of 
Germany. This question is of as much, 
if not greater, importance to her than the 
question of her reparations payments. 
It was originally promised to France 
that both America and England would 
come to her aid in the event of unprovoked 
aggression by Germany, but when the 
United States refused to ratify the treaty 
of Versailles this project fell through, and 
the fears of France in this connection are 
quite human and understandable, if one 
takes into account the traditional enmity 
which has always existed between herself 
and Germany, added to her experiences 
in the last war. 
France has been severely criticised gen-
erally for her unrelenting attitude towards 
Germany, for her occupation of the Ruhr, 
etc., and she has been accused of causing 
untold suffering all over Europe by pre-
venting the resumption of trade with 
Germany. In this connection it should be 
remembered that she only entered the 
Ruhr after Germany had ceased making 
payments on account of reparations, and 
after having seen her claims considerably 
whittled down as a result of conference 
decisions. France occupied the Ruhr by 
virtue of the provisions of the treaty, and 
it was only several months after the 
actual occupation that England protested 
that it was illegal. The viewpoints of the 
two allied countries, from the armistice 
on, have always been divergent, because 
their vital interests have been different. 
For some time past forces have been at 
work in Europe and America preparing the 
way for a solution of at least some of the 
difficult problems which have arisen. Thus, 
as a result of the discussions on the de-
faults in reparation payments by Germany, 
78 HASKINS & SELLS October 
a committee was appointed by the Repara-
tions Commission, primarily to inquire into 
and report on the financial capacity of Ger-
many. This committee, which was headed 
by General Dawes, was given rather broad 
powers, and entrusted with the task of 
finding solutions, if possible, for the many 
pressing problems outstanding. As a re-
sult of the efforts of this Committee, there 
was finally evolved what is known as the 
"Dawes plan." While most people have 
praised this plan and regarded it as a sort 
of beacon, sending forth a solitary ray over 
Europe's troubled sea, there were others, 
particularly in France, who have criticised 
it severely. Soon after its publication, 
however, it was accepted in principle by the 
then Governments of England and France, 
but before its application was seriously con-
sidered, both of these countries experienced 
what might be termed bloodless revolu-
tions. In the former country, for the first 
time in its history, a Labor government was 
returned to power, while in the latter, the 
"Bloc National" or conservative party, 
headed by M . Poincaré, was turned out of 
office and replaced by the Radical party, 
under the leadership of M . Herriot. In 
addition, the then President of the Re-
public, M . Millerand, was figuratively 
"kicked out" of office, his resignation being 
forced, unconstitutionally, it is believed, 
by the Radical party. 
Shortly after the advent of these two new 
governments to power, a conference, to be 
held at London, was decided upon, and 
there it was evident from the start that the 
statesmen representing France and Eng-
land seemed to understand and make allow-
ances for differences in respective view-
points more readily than any of their 
predecessors. 
The principal problem before the con-
ference was the devising of ways and 
means for carrying the Dawes plan into 
effect. The fact that the Allied powers 
have been able to agree on a common plan 
for its execution speaks highly for the 
ability and broadmindedness of the states-
men concerned, as well as being a very high 
tribute to the practical foresight and genius 
of the committee by whose efforts the plan 
was developed. 
Stated in its broadest terms and stripped 
of technical language, the Dawes plan sets 
up the machinery for collecting from Ger-
many the largest payments on account of 
reparations which it is possible for that 
country to make without injury to its 
economic life. Some of its main features 
are (a) The fixing of the annual reparations 
payments of Germany, leaving the total 
amount temporarily undetermined; (b) The 
establishment of a central bank of issue for 
the collection of reparations revenue; (c) 
Flotation of a $200,000,000 loan in the 
world markets, to provide capital for the 
new bank, and to aid in financing repara-
tions payments, and deliveries in kind, 
during the initial period; (d) Special issues 
of 11,000,000,000 gold marks in German 
railroad bonds and 5,000,000,000 gold 
marks in industrial debentures. 
Funds for the payment of reparations are 
expected to be derived from the following 
sources: ordinary government budgetary 
revenues, guaranteed by certain controlled 
customs duties, interest on bonds, etc., and 
certain transport taxes. Al l these sources 
of revenue will be subject to allied control 
in some manner. 
The reparations annuities under the new 
plan have been arranged on a sliding scale 
and the maximum amount will be attained 
at about the fourth year. A formula has 
been worked out, based on the prosperity 
and capacity of Germany for payment, 
whereby annuities may be subsequently 
reduced temporarily, or increased, as cir-
cumstances may warrant. 
The Dawes plan contemplates primarily 
the cure of Europe's economic ills, and 
there are certain unsolved political ques-
tions, which may or may not affect its suc-
cessful application, regarding which no 
attempt has been or could have been made 
to find a solution. Perhaps its greatest 
value lies in the new moral atmosphere 
which it has created, an atmosphere of 
confidence, and hope in the future. The 
mere causing of a meeting of the minds be-
tween England and France is a remarkable 
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achievement of incalculable value. But 
there are still more tangible benefits to be 
derived from the plan. It stabilizes Ger-
man currency, gives Germany a real chance 
to make good by fixing her annual obliga-
tions, allows her to concentrate on her 
economic development without obnoxious 
military interference, and gives her the 
assurance that within a year the last French 
and Belgian soldier will have left her soil 
definitely. The council table will take the 
place of the armed camp, and the rule of 
arbitration replace the rule of force. An 
American will sit upon, or be chairman of 
almost every committee which may be 
called upon to adjudicate any of the deli-
cate questions which may arise, and his 
judgment, unobscured by local passion, as 
well as his known desire to aid all parties 
in arriving at a fair and impartial decision, 
will necessarily have great weight in de-
termining the course of events. 
The great progress made in the solution 
of the reparations question allows us 
reasonably to hope that some of the other 
outstanding problems may be met and 
solved in the same spirit. 
The acceptance of the principle of arbi-
tration in the London Conference paves the 
way for its larger application in such ques-
tions as the inter-allied debts, the fixing of 
the total of Germany's indebtedness, 
French security, the negotiation of a com-
mercial treaty between France and Ger-
many, and the revision of any barriers to 
the freedom of international trade which 
may be necessary. 
The consensus of opinion seems to be 
that the putting into effect of the Dawes 
plan on September 1 marks a turning point 
for the better in European as well as world 
affairs, and some of the greatest financial 
and economic authorities in Europe have 
stated that adoption of the plan is the one 
thing which can help to bring order out of 
chaos. Here in America, Secretary of the 
Treasury Mellon has been quoted as saying 
that the acceptance of the plan by the 
European nations meant not only the sal-
vation of Germany, but the restoration of 
the economic life of the Continent. He 
furthermore is reported to have said that 
the change in Europe during the past year 
has been wonderful, there being a decided 
improvement in trade, and a new con-
fidence displayed by business men in 
general. Regarding any harmful com-
petition from Germany, he thought it un-
likely, for the reason that she would now 
have to go into the market to buy large 
quantities of raw materials, and these pur-
chases would counteract any attempt by 
her to flood the rest of the world with goods 
made with her cheap labor. The Depart-
ment of Commerce in "Commerce Re-
ports," strikes a similarly optimistic note, 
stating that acceptance of the plan has 
meant the conclusion of perhaps the great-
est effort since the war to bring about 
financial stabilization in Germany and 
economic reorganization in Europe as a 
whole. It is further stated that the stabili-
zation of the European economic situation 
will result in a revival in world trade, in 
which our country is bound to have its 
share, and that American exports of cotton, 
grain, meat products, petroleum, copper, 
lumber, and many other staple commodities 
will be stimulated. In addition, the stand-
ards of production and consumption in 
Europe should be increased, but a warning 
is issued against expecting any overnight 
changes, and the opinion is emphasized 
that recovery will be gradual. 
It is a matter of common knowledge that 
business conditions throughout Europe 
have been unsatisfactory for the past five 
years or so. The political uncertainty, and 
the shortsighted financial policies of some 
countries, have been forces for evil which 
have weighed heavily on business there. 
Today both of these factors are being con-
trolled and corrected. The political situa-
tion has not looked so bright at any time 
during the past six years. Al l the principal 
European countries are now ordering their 
finances and proceeding on the "pay as 
you go" principle: Much has been accom-
plished in France within the past year by 
way of levying new taxes, and cutting 
down public expenditures. Italy has very 
nearly succeeded in balancing her budget. 
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Poland is making a praiseworthy effort to 
maintain a stable currency. Germany's 
currency is, we all hope, stabilized. Won-
ders have been accomplished in Austria, 
and Hungary's position is bettering. 
The violent fluctuations in exchange 
rates have perhaps done more harm to 
business than any other influence. Al l 
business, especially importing, has suffered 
severely, and it would be too much to ex-
pect that American business should come 
off "scot free." Some enterprises that 
under normal conditions would have thriven, 
have "snuffed out," while others have been 
obliged to restrict or suspend their activi-
ties. There have been some notable ex-
ceptions, however. Banking and trans-
portation interests and those supplying 
machinery for agricultural purposes, have 
generally speaking, done well, and it would 
seem that their field of usefulness could be 
still further developed. It has been also 
noticed that manufacturing concerns who 
operated their own factories in Europe 
made money, as their efficiency and quan-
tity production methods, coupled with the 
fact that they were able to employ cheap 
local labor, enabled them successfully to 
meet all competition. 
Regarding future possibilities for the em-
ployment of American capital in Europe, 
while there may yet be some surprises in 
store for us, the conclusion seems unescap-
able that our role over there must become 
more important as time goes on. 
There is an urgent demand for capital in 
Germany at the moment, and if, as is ex-
pected, we invest large sums in her loans, 
it cannot help but promote a feeling of 
mutual interest and lead to other profitable 
enterprises. 
Those who have traveled through Ger-
many and observed her industrial organiza-
tion must have been impressed by her im-
mense potential force. It is surely but a 
question of time and opportunity until her 
weight is once more felt in the world's mar-
kets. Looking at the question from a 
business standpoint, calmly and dispas-
sionately, it would seem reasonable to ex-
pect Germany to prove an excellent field 
for investment, when the Dawes plan gets 
well under way. 
Turning to France, we have a country 
specially favored by nature, being self-
supporting in all the principal staples and, 
with the possible exceptions of wheat, coal 
and sugar, and as she gradually finds solu-
tions for a number of pressing problems 
which have been absorbing her attention, 
no doubt we shall see production stimulated 
and intensified all along the line. How well 
balanced she is economically may be 
judged from the fact that she has never had 
to face any unemployment problem like 
most other countries. Here again with the 
stabilization of the exchange rates, Amer-
ican capital should find a promising and 
fruitful field. 
Much has been said and written about 
conditions in Russia, but it seems hard to 
get at the whole truth. The Soviet Govern-
ment seems to have become more moderate, 
and perhaps will develop into an ordinary, 
prosaic government more quickly than any 
of us expect. Some progress seems to have 
been made recently; its recognition by 
England, and the agreement, relating to 
landholders' claims, loan facilities, etc., 
may be the precursor of similar agreements 
with other countries. However that may 
be, sooner or later, Russia must take her 
rightful place in the concert of nations. 
Her vast mineral and other resources should 
under proper conditions provide an outlet 
for American capital. 
In conclusion it would really seem that 
the hour of Europe's regeneration is at 
hand, and it will be to the everlasting credit 
of America that she helped in the attain-
ment of that result. It is in accord with 
her best traditions for generosity and serv-
ice, and we have all a legitimate right to 
be proud of the fact. 
Our congratulations are extended to Mr. 
Kenneth J . MacDonald, of the Detroit 
office, who has successfully obtained the 
C. P. A. certificate of the State of Michigan. 
Mr. MacDonald has the further honor of 
making the second-highest record in that 
state, receiving an average of over 93%. 
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FOUR out of five persons who handle funds belonging to others may be 
tempted at one time or another, without 
yielding, to appropriate illegitimately to 
their own use, a part of such funds. The 
fifth may be tempted and fall, thereby en-
rolling in what has come to be recognized 
as a rapidly growing class of undesirable 
citizens known as embezzlers. The four 
may be prevented from lapse, by strength 
of sterling character, or by fear. The fifth, 
encouraged by opportunity, driven by 
need, prompted by the lure of speculation, 
the demands of extravagant living, or 
otherwise motivated, takes the chance, 
foolishly hoping to hide his misdoings under 
the cloak of secrecy. 
"Embezzle" is an exceedingly specific 
term. It means to appropriate or divert 
fraudulently to one's own use, money, 
securities, goods, or other values intrusted 
to one's care; to apply to one's use in 
breach of trust. The principal synonym of 
embezzle is "steal," a short, pointed Anglo-
Saxon word, easily understood in case there 
may be any doubt as to the meaning of the 
companion term. 
The perpetration of embezzlement takes 
various forms. One type of embezzler lifts 
cash out of the drawer; another intercepts 
incoming receipts; a third resorts to im-
proper withdrawal of funds on deposit. 
Then there are those who appropriate 
owned, collateral, or safe-keeping securi-
ties, negotiating them outright or using 
them in connection with borrowings or 
speculation. The list is too long to enu-
merate, but statistics show the foregoing to 
constitute the main types. 
Concealment often is ingenious and at 
times diabolically clever. Manipulation 
of the records, disorderly condition of the 
accounts, forged endorsements on checks, 
alteration of bank statements, and shifted 
securities are the means most frequently 
used for purposes of coverage. The treas-
urer of a well-known company concealed 
misappropriations of several thousand dol-
lars by depositing in bank without entry 
in the cash book checks received for sales 
of by-products, subsequently withdrawing 
the corresponding funds from bank on 
checks to his own order not entered in the 
company's records. Quite naturally he 
destroyed the checks after they had been 
returned by the bank, but the trail in the 
bank was too apparent to escape detection. 
The increasing wave of embezzlements 
calls for concerted action on the part of 
various agencies related to the question of 
fiduciary integrity in employes. Surety 
companies obviously are vitally interested 
and are spending their money freely in 
carrying on a campaign of education. But 
Piercing the Cloak of Secrecy 
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in the last analysis the responsibility for 
improvement rests largely with the em-
ployers. Proper distribution of work among 
employes, adequate and well planned sys-
tems of accounting and internal check are 
material aids in discouraging persons who 
are disposed or tempted toward embezzle-
ment. There is perhaps nothing so effec-
tive in promoting fear of discovery, and in 
discovering peculations before they have 
attained substantial proportions as inde-
pendent examinations of the accounts. 
One of the tasks of the public accountant 
is to pierce the cloak of secrecy with which 
the embezzler surrounds his defalcation. 
The task is not one to be taken lightly. It 
calls for the exercise of unceasing vigilance, 
cleverness and skill that will more than 
match the ingenuity of the dishonestly in-
volved custodian of funds. It behooves the 
public accountant not so much to pray with-
out ceasing, as to toil diligently in the 
perfection of his methods and their appli-
cation. 
Restoring Public Confidence 
TH E financial world recently was startled by the failure of a New York Stock 
Exchange firm which enjoyed an enviable 
reputation of long standing. The failure, 
according to newspaper reports, was caused 
by defalcations of a partner whose mis-
doings perhaps were as sensational in char-
acter as any of record. His misappropria-
tions were not confined to property of the 
firm. They extended to securities of 
customers. 
The case has aroused more than usual 
public interest. The reading public awaited 
with curiosity the findings of public 
accountants engaged in determining the 
extent of the defalcation. Customers of 
the unfortunate firm may be presumed to 
have been anxious rather than curious. 
The other partners, doubtless, endured 
with bated breath the period of exami-
nation and the results thereof which were to 
decide their financial fate. Now it devel-
opes according to a statement of the credi-
tors' committee that the capital of the 
partners has been exhausted and $1,400,000 
in excess of available firm assets will be 
required to settle claims against the firm. 
It is sad to think that a partner should be 
guilty of breaching a trust. Whatever 
disdain one may feel for an employe who 
defaults is negligible compared with the 
ineffable contempt merited by a person in 
high place who violates confidence. Again, 
it is depressing to feel that there can be no 
sentiment in business relationships. One 
likes to think of long and faithful service, 
intimate daily contact of associates, and 
frequent evidences of character, as factors 
which promote confidence among men and 
neutralize some of the hardness of formal 
business life. But experience every now 
and then deals a body blow to such phi-
losophy and makes it seem that in business 
nothing may be taken for granted. 
The defalcation in question comes as 
more of a shock, because the malfeasance 
proceeded, apparently, from an individual 
whose standing and demeanor were unques-
tioned. He appears to have been trusted 
implicitly, otherwise it is difficult to see 
how he could have accomplished his un-
benign purposes. The loss is said to have 
run into several millions, to have exhausted 
the firm's capital and involved securities of 
customers; not a pleasant situation to con-
template by a copartnership wherein the 
personal estates of individual members 
may be seized to make good losses of the 
firm. 
The brokerage houses handling securities 
have, in this ill-timed misfortune, received 
another setback in their efforts to regain 
public confidence. The past two years 
have been trying ones for legitimate con-
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cerns transacting an honest, serviceable 
business, because of the cloud spread over 
them by dishonest, irresponsible brokers. 
Now to have corruption unearthed in a 
firm of hitherto unchallenged integrity 
seems like imposing a burden unnecessarily 
heavy. And the latest of these exposes 
will perhaps be more far-reaching in its 
damaging effects than all the bucket-shop 
prosecutions and convictions. "When," 
one may ask, "is the public safe in dealing 
with a brokerage concern, if even reputable 
stock exchange houses go to the wall 
through internal defections?" In particu-
lar this may apply to trustees whose trust 
investments are in the form of securities. 
It is a matter of common knowledge that 
many stock exchange houses have their 
accounts audited periodically by qualified 
public accountants. In the course of such 
audits cash and securities in hand are in-
spected and balanced out, funds on deposit 
are proved by certification and reconcilia-
tion, customers' balances and securities are 
submitted to confirmation by the customers, 
collateral out against borrowings is verified, 
and securities in course of transfer or regis-
tration are substantiated. Perhaps it is 
too much to say that such firms have never 
sustained losses through irregularities of 
dishonest employes. On the other hand, 
hundreds of cases have been discovered by 
accountants in time to prevent the shortage 
from attaining substantial size. There are 
specific instances where secret trading and 
speculation of partners in violation of co-
partnership agreements have been un-
covered before they got beyond control. 
The proposed plan of the New York 
Stock Exchange to require that members 
shall have their accounts audited periodic-
ally by independent accountants is a hope-
ful sign for the future. Such scheme, 
undoubtedly, will have many beneficial 
results; reducing if not preventing entirely 
embezzlement by employes or others, dis-
covering irregular and ultra vires acts of 
firm members, safeguarding the interests 
of customers and creditors, and restoring 
public confidence. 
Ways of Covering 
PA R A P H R A S I N G the well-known quotation of "nothing succeeds like 
success," it may be said, "Nothing illus-
trates the application of a principle like a 
concrete case." The work of detecting 
financial irregularities is complicated, ex-
acting, and must be carried on, often 
under troublesome conditions and mental 
strain, with speed and sureness. Admit-
tedly it is trying work. But any amount 
of abstract generalization will not convey 
adequately, like actual cases, an idea of 
the difficulties involved in this kind of 
work. One fundamental fact must always 
be kept in mind, namely, if there has been 
a defalcation, there is strong likelihood 
that an attempt has been made to cover it. 
The ways of covering are legion. As a 
matter of interest as well as for the educa-
tional value which attaches thereto, several 
cases from actual experience, illustrating 
ways of covering, are reproduced below. 
The cashier and bookkeeper of a whole-
sale jewelry house perpetrated a shortage 
of about $8,000, through the interception 
of collections from customers, crediting 
certain customers' accounts without en-
tering the corresponding amounts in the 
cash book, and substituting certain checks 
in place of currency when making deposits 
in the bank. 
In a clumsy attempt to bring the details 
of the customers' debit balances into 
agreement with the control certain ac-
counts were charged with fictitious 
amounts or existing charges were increased 
without any corresponding credits. 
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The custodian also attempted to conceal 
these manipulations during the audit by 
watching the progress of the footing of the 
cash book and inserting items credited to 
customers' accounts but not deposited, in 
blank spaces on pages where the footings 
already had been checked. In some in-
stances, where checks deposited to cover 
shortages exceeded the amount of cash 
abstracted, fictitious credits to customers' 
accounts to adjust these differences were 
made in the cash book. 
In a few instances, cash was abstracted 
without any effort being made until later 
to cover the resulting shortage. Short-
ages in certain of the bank accounts were 
covered by depositing therein checks re-
ceived from customers without entry in the 
cash book. Entries in the bank pass books 
were altered to agree with the cash book 
after the pass books had been balanced 
"and returned by the banks and false copies 
of deposit slips which showed amounts in 
agreement with the receipts as entered in 
the cash book were made for office files. 
In the case of a foreign sales agency of an 
American concern, it was found that dur-
ing a period or ten months the manager 
had misappropriated about $1,000 by 
charging to a "Duties account" amounts 
in excess of invoices rendered by the 
company's customs broker. The original 
invoices, for the correct amount of duty, 
were destroyed by the manager and 
fraudulent invoices for increased amounts 
were prepared by him on genuine bill heads 
of the customs broker which he was able 
to obtain. Checks ranging in amounts 
from $321.75 to $1,354.04 were drawn to 
the order of the customs broker for the 
amounts of the fraudulent invoices, and 
after forged endorsements had been exe-
cuted were cashed by the manager, who 
then paid the customs broker in currency 
the amount called for by the original in-
voices, retaining the difference. 
An investigation of the accounts of an 
oil company, for the purpose of determining 
whether or not a shortage existed, revealed 
the fact that the bookkeeper and cashier 
was short about $5,000, and that the de-
falcation extended over a period of two 
years. The bookkeeper changed the 
names of payees on checks and either 
cashed the checks or deposited them in his 
own bank account. The alteration was 
made possible by the use of checks printed 
on unprotected paper. The checks re-
quired the signatures of two officers of the 
company. The bookkeeper prepared the 
checks, had them signed, and, using ink 
eradicator, changed the name of the payee 
to his own name. At the end of the 
month, when paid checks were returned 
by the bank on which drawn, the book-
keeper, again using ink eradicator, changed 
the name of the payee from his own name 
to that of the original payee, eradicating 
his own endorsement and forging the en-
dorsement of the original payee. In other 
instances it was found that the names of 
payees had been changed but that endorse-
ments had been forged. 
The first embezzlement of a bookkeeper 
who had control of company funds appar-
ently was the result of accident. A check 
was drawn for $300 and certified for a pay-
ment that required either currency or a 
certified check. Before delivery of the 
check, the amount of the item was deter-
mined to be $304.17. The bookkeeper was 
told to enter as a disbursement the $300 
check which had not yet been entered, to 
draw a new check in the amount of $304.17, 
have it certified, and deposit the first check. 
Both checks were entered on the credit side 
of the cash book and charged to vouchers 
payable. Before the check to be deposited 
had been entered on the receipt side of the 
cash book, it occurred to the bookkeeper 
that he had more than $300 in currency 
which he was to deposit. Instead of en-
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tering the check for $300 as a receipt, he 
took $300 in currency from the deposit, 
substituting the certified check in place 
thereof. At the end of the month he over-
footed the total column in the voucher 
record in the amount of $300 and distrib-
uted the amount equally over expense 
columns. 
Early in the following year the book-
keeper, evidently encouraged by his suc-
cess in the first instance, carried on a cam-
paign of padded vouchers, duplicate in-
voices, and duplicate payments, through 
which he covered abstractions of about 
$2,000. 
A shipping company and three coal com-
panies, with their principal offices in New 
York City, maintained a joint office and 
supplies of coal at one of the southern sea-
ports. In addition to coastwise and foreign 
shipping and supplying coal to such car-
riers, the coal companies supplied coal to 
various and sundry ships calling at that 
port. The manager of the joint office was 
also vice-president of one of the local banks. 
He misappropriated over $100,000 of funds 
belonging to the parties to the joint 
arrangement. 
The funds were fraudulently obtained, 
by abstraction, by interception of receipts, 
and by improper withdrawal of funds on 
deposit. The larger part of the amount 
was obtained through interceptions and 
improper withdrawal, due no doubt to the 
fact that the specific funds with which the 
manager was charged were small in amount. 
As to interceptions, the amounts so ob-
tained came from unrecorded sales of coal, 
the proceeds being deposited in a personal 
bank account of the manager. In addition, 
various sums intercepted came from drafts 
issued by the masters of foreign vessels on 
their owners, which drafts were made in 
sterling and were sold by the manager to 
the local bank which issued in payment 
thereof cashier's checks to the order of the 
company which furnished the coal. These 
cashier's checks were then deposited by 
the manager in a personal bank account, 
the credit being made possible by an ar-
rangement through which the manager 
carried an account at the bank in the joint 
name of himself and the corporation. 
Misappropriations arising through im-
proper withdrawals were effected by draw-
ing checks of one company to the order of 
another company, marking the trans-
actions as loans but depositing the checks 
in the joint account of the manager. 
The shortage was concealed in part by 
using checks constituting disbursements of 
one company as receipts of one of the other 
companies, commonly known as "kiting," 
but to a large extent by overstatement of 
bank balances in letters of certification 
issued by the bank of which the manager 
was vice-president. The amounts over-
stated sometimes ran as high as $45,000. 
In other words, when the balance in the 
bank was actually $38,000 the letter of 
certification showed the amount as $83,000. 
This deception was made possible by rea-
son of the fact that the vice-president had 
the letters of certification prepared by his 
own stenographer, after which he signed 
them personally. 
The paying teller of a bank in a large 
city was short $9,000. A bank examination 
was in progress and the particular examiner 
who was to count this teller's cash entered 
the cage and was standing in the rear, 
waiting for the teller to complete his proof. 
The teller, realizing an exposure was im-
minent, made out a spurious check for the 
amount of his shortage drawn on another 
bank in the same city, signed by a fictitious 
woman's name. This check was duly in-
cluded in exchanges for the clearing house, 
the teller's balance was found correct, and 
the shortage remained undetected at that 
point. The next day the defaulting teller 
telephoned the bank on which the spurious 
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check was drawn, saying that a woman 
depositor had just telephoned, informing 
him that she had the day before deposited 
a check drawn on the wrong bank. The 
defaulting teller advised the teller of the 
bank on which the check was drawn that 
he would send a messenger with funds to 
take up the check in question when it 
reached the drawee bank from the clearing 
house. He according dispatched a bank 
messenger with the necessary funds taken 
November 
out of his own till, which by that time had 
been released from control by the ex-
aminers, received the spurious check and 
destroyed it. No evidence of the shortage, 
therefore, came to the examiners by way of 
returned checks and the shortage still 
remained undisclosed. It was discovered 
later during the course of the examination, 
when suspicion, aroused by certain peculiar 
entries in his records, was directed to the 
teller. 
Book Review 
Bell, William H . , and Powelson, John A. 
Auditing. (New York, Prentice-Hall, Inc., 
1924. 518 p.) 
In judging any technical treatise there 
are three main points which should receive 
consideration: Does it add to the existing 
literature on the subject or present existing 
material in a more satisfactory manner? 
Is it authoritative and reliable? Is the 
material adaptable to practical use? 
Answering these questions in relation to 
the book under review there is no possi-
bility of departing from the affirmative. 
There is nothing extant just like it as far as 
the reviewer is aware. 
Considering the contents somewhat in 
reverse order, the cases, questions and sug-
gested lesson assignments are a novelty in 
auditing text-books and constitute a factor 
which should go far in making the book 
useful for teaching purposes, which is one 
of the avowed desires of the authors. 
Admittedly, nothing can take the place of 
practical experience as a means of learning 
how to apply auditing principles, but cases 
offer as good a substitute as may be found. 
Of these the authors have provided nine-
teen covering many of the points which 
arise in auditing practice. The cases are 
supplemented with one hundred and 
seventy-three questions, including thirty 
taken from the New York C. P. A. ques-
tions on auditing set at the June, 1923, and 
January, 1924, examinations. Solutions 
to the cases and answers to the questions 
are to be published separately. 
Lest the foregoing emphasis on cases 
obscure that part of the book in which is 
discussed the principles and practice of 
auditing, it may be said that while gener-
ally speaking there is nothing strikingly 
new as to content, a certain strain of prac-
ticality runs through the whole text, giving 
it a touch not previously attained by 
authors on the subject. This undoubtedly 
may be ascribed to the author's up-bring-
ing and professional experience in which he 
has been under the necessity of considering 
the practical as well as the theoretical side 
of auditing practice. To the same reason 
may be traced the professional slant which 
attaches to much of the exposition. 
The discussion may be characterized as 
authoritative and reliable. Born of prac-
tical experience, the author's views are 
sound and his arguments generally con-
vincing; further, they are orthodox to a 
marked degree. The tendency to didacti-
cism, which is strong, and properly so for 
the student audience, might have been 
relieved for practitioners by the introduc-
tion of more illustrative experiences. But, 
then, auditing is a serious matter. 
The book is subject to criticism for the 
brevity with which "working papers" and 
"reports" have been dismissed. True, the 
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author has elaborated on these in other 
texts, but the topics are of such importance 
in a consideration of professional auditing 
that one may reasonably expect them to be 
covered at some length in a book on the 
subject. Three paragraphs only are de-
voted to "working papers"; seven pages to 
"The Report." Further, the text is almost 
devoid of illustrative forms. 
The scheme of the text on procedure is 
the one usually employed, namely, the 
approach by way of general principles and 
methods, through the consideration of the 
original records, assets, liabilities, income, 
and expense accounts. As is customary,the 
author has found comparatively little to 
say, in the section dealing with them, about 
operating accounts. The point might have 
been brought out specifically rather than 
by implication that in a balance sheet 
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audit some consideration, more perhaps 
than is usual, should be given to expense 
accounts with a view of determining 
whether or not any substantial capital 
items have been charged thereto. 
One of the best features of the book is 
the extensive and intensive discussion of 
fraud, its importance, and its detection 
through audit procedure. Another laud-
able point is the recognition which the 
author gives to interpretation by auditors 
of the facts and figures which they review 
and verify as a part of modern audit service 
to clients. Considered in all its aspects, 
the book is very satisfactory and entitled 
to take its place among the best of those 
which have been offered. 
The book is dedicated to Charles S. 
Ludlam, C. P. A. , "examplar of the highest 
type of professional auditor." 
The 1924 Annual Meeting 
A N O T H E R annual meeting has passed 
into history. The one held in the 
Executive Offices on September 22, 23, 
and 24 was the largest and most important 
yet held in point of attendance and in the 
interest and enthusiasm displayed. Al l of 
the firm members were present and all 
practice offices, with the exception of 
London and Paris, were represented. 
Messrs. Tompkins and DeVault, respec-
tively, represented the other two foreign 
offices, Havana and Shanghai, and Mr. 
Gause represented Pittsburgh in the ab-
sence of Mr. Farber who was unable to 
be present on account of an important 
engagement. 
The meeting opened at 11:30 A. M . on 
Monday, September 22. Mr. Ludlam 
presided and welcomed those in attendance. 
This session was devoted to Mr. Sells' 
memory, and announcements were made of 
various memorials to him which have been 
established or are being considered. The 
following resolution, prepared as a tribute 
to Mr. Sells' memory, was read and 
unanimously adopted by a rising vote: 
"Whereas, On March 19, 1924, Divine 
Providence removed from among us our 
beloved partner and friend, E L I J A H W A T T 
S E L L S ; and 
"Whereas, Mr . Sells had become greatly 
endeared to us through his companionship, 
friendly interest, unceasing thoughtfulness 
and attention; and 
"Whereas, Mr. Sells, by his vision and 
untiring efforts, was instrumental in estab-
lishing the profession of accountancy in 
America and by his professional achievements, 
devotion to high ethical standards and zeal 
in practicing integrity had a major part in 
upbuilding the reputation of a firm, the good 
name of which has become our heritage: 
"Now, Therefore, Be It Resolved, That we 
the members and managers of the firm of 
Haskins & Sells hereby record our profound 
sorrow and express our deep grief at the 
irretrievable loss which we have sustained 
in the passing of our beloved associate, 
E L I J A H W A T T S E L L S , and dedicate ourselves 
to perpetuate his memory by ever striving 
to preserve and honor the priceless heritage 
which he has bequeathed us." 
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The session then adjourned. Luncheon 
was served at the Waldorf-Astoria Hotel. 
Business sessions were held in the after-
noon and on Tuesday and Wednesday 
following. There were discussions of vari-
ous matters affecting the firm's practice, 
including an announcement by Mr. Lud-
lam of the organization of the Technical 
Procedure Department and an explana-
tion by Mr. Wildman of its purposes and 
plans. 
The social functions consisted of a 
family dinner on Monday evening at the 
Gotham Hotel, and a theatre party on 
Tuesday evening, the attraction being 
"Marjorie," preceding which there were a 
number of small dinner parties. On 
Wednesday evening there was private 
entertaining consisting of dinners and 
theatre parties. 
Thursday was given over to golf at the 
Garden City Country Club and the 
matches during the morning and after-
noon were hotly contested and thoroughly 
enjoyed by the golf-playing fraternity of 
the organization, which, needless to say, 
comprised a majority of those in attend-
ance at the meeting. Mr. C. E . Morris 
won the low gross prize of a box of Dunlap 
golf balls, and Messrs. F. F. Hahn and 
L. C. Stanley tied for the low net prize, 
each receiving a box of U . S. Royal golf 
balls. 
Mr. L . L . Tompkins has been appointed 
manager of our Atlanta office, effective 
October 1, 1924. Mr. W. L . Chaffee will 
remain as associate manager. 
Mr. C. E . Scoville, formerly resident 
partner at Watertown, New York, assumed 
his duties as resident partner at Boston, 
October 1, 1924, succeeding Mr. R. K . 
Hyde, manager, whose resignation the 
firm accepted with much regret. We are 
sure Mr. Scoville's many friends through-
out the organization will be delighted to 
learn of his restoration to health after a 
rest of several months. The tireless 
efforts and conscientious devotion through 
which he developed such a remarkable 
practice at Watertown give great promise 
for the future of our Boston office. 
Mr. M . P. Swan has been appointed 
acting manager of the Havana office, 
effective October 1, 1924. 
At the opening exercises, on Septem-
ber 22, 1924, of New York University 
School of Commerce, Accounts and 
Finance, it was announced that Mr. T . M . 
Griffin, of our New York 39th Street office, 
had been awarded the Elijah Watt Sells 
scholarship. This scholarship, as previ-
ously announced, was founded by Mrs. 
John H . Bovard, of Kansas City, as a 
memorial to her brother. We congratu-
late Mr. Griffin upon his success. 
Mr. C. C. Croggon has recently received 
the C. P. A . certificate of the State of 
Missouri. 
Mr. A. R. Porterfield is to be con-
gratulated upon his receipt of the C. P. A . 
certificate of the State of Ohio. 
Mr. J . R. Wildman has recently received 
the C. P. A. certificate of the State of 
New Jersey. 
Mr. P. C. Davis, manager of our Seattle 
office, has been elected a director of the 
Washington Society of C. P. A.'s for a 
period of two years and secretary and 
treasurer for one year. 
Mr. Weldon Powell, a member of the 
Technical Procedure Department, is to be 
congratulated upon his recent attainment 
of the C. P. A . certificate of Illinois. 
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Embezzlement Prevention 
TH E proverbial "ounce of prevention" has its application to fiduciary lapses 
as definitely and specifically as to any-
thing to which it may be applied. The 
recovery of funds misappropriated is uni-
formly attended with time, annoyance, 
and grief; often with worry and additional 
expense. 
One of the characteristics of defalcations 
is that they usually have their beginnings 
in small amounts. It is equally true that 
most defalcations might have been mini-
mized in amount, if not prevented, by pre-
cautions of accounting system, properly 
planned assignment of duties and routine, 
internal control and check, and indepen-
dent audit. While the last mentioned is 
frequently efficacious as a deterrent and 
means of detection, the other precautions, 
if exercised, frequently would eliminate 
the necessity for independent audits con-
sidered solely from the viewpoint of dis-
covering irregularities. 
The number of instances wherein em-
ployers would be guilty of contributory 
negligence, were a defalcation to occur, is 
almost beyond belief. Not only does the 
employer fail to surround his funds with 
natural safeguards, but at times he actually 
puts temptation in the way of honest em-
ployes and encourages them to steal. 
A certain concern which is by no means 
an exception in this respect employs as 
bookkeeper a man who also acts as cashier. 
This individual, or someone under his 
direction and control, prepares the sales 
invoices, makes the charges to customers 
accounts, enters the credits for returns and 
allowances, keeps the cash book, handles 
the cash, makes deposits, prepares and 
enters disbursement checks, reconciles the 
bank account, sends out statements to cus-
tomers, takes the trial balances from the 
customers ledger and runs the general 
ledger. To the dishonestly inclined 
cashier, what could be easier? 
The ways in which irregularities may be 
perpetrated are legion. Probably all have 
not been discovered yet. But there are 
enough opportunities under the conditions 
just described to satisfy the most nefarious 
crook. 
Nothing on the face of the earth except 
an armed guard will prevent, as once 
happened, an employe who is an out and 
out thief from putting the money for a 
Saturday morning pay-roll in his pocket 
Friday evening and walking out with it, 
never to return. This illustration is the 
more ironical because in the case which 
suggests it, the cashier, on his way out, 
passed through the room in which public 
accountants were working and bade them 
"good-night," if not "good-by." 
The number of employes, their lack of 
attainment, or other limitations of one 
kind or another, within an organization 
may interfere with an ideal assignment or 
arrangement of duties. Generally speak-
ing, however, it is ill-advised to allow the 
90 HASKINS & SELLS December 
same employe to open incoming mail, 
withdraw the checks, enter them in the 
cash book and deposit them in bank, 
more particularly if that same employe 
has the custody or control over customers 
accounts and statements and access to 
currency. 
An employe who is inclined or tempted 
toward dishonesty will hesitate long and 
hard before he will yield to the temptation 
of using incoming checks to make possible 
an abstraction if he knows someone other 
than himself has a record of the checks 
which he is to enter in the cash book and 
deposit in the bank. Likewise, a cashier 
is likely to be deterred from appropriating 
or using for coverage, checks received from 
customers if someone else keeps the cus-
tomers accounts or prepares, sends out 
and investigates differences on customers 
statements. 
There are many simple precautions of 
internal safeguards which may serve to 
prevent wrong-doing. The person who 
enters receipts in the cash book should not 
deposit them in bank. The person who 
keeps the cash book and check book should 
not reconcile the bank account. The 
customers ledger bookkeeper should not 
run the general ledger; neither should the 
general ledger bookkeeper run the cash 
book. Again, someone other than the 
customers ledger bookkeeper should take 
off the trial balance of that ledger and see 
that it is in agreement with the control. 
Nothing short of general collusion would 
break down a scheme at least as compre-
hensive as the foregoing. There are 
numerous amplifications which might be 
added. The moral effect would be very 
strong. Fiduciary wrong-doing of a 
criminal nature would be well-nigh im-
possible. Any grief from irregularities 
would be avoided. The time required for 
independent audits would be substantially 
decreased and the opportunity afforded for 
audit work of a more constructive charac-
ter. Those who retain certified public 
accountants have it in their power materi-
ally to help themselves. 
Concerning Land Trust Certificates 
OHIO, which has furnished more Presi-dents than any other state, appears 
to enjoy the distinction, in the invention 
of land trust certificates, of having contrib-
uted to the assortment of investment 
securities, one which is unusually interest-
ing, if not entirely unique in character. 
In many respects the land trust certifi-
cate is comparable to the equipment trust 
obligation. It differs singularly, however, 
in instances where one of the parties to the 
trust agreement, by sale, transfers certain 
improved property to the trustee, becomes 
the lessee of the property, and has the 
option of repurchasing the property, among 
other conditions, upon providing the funds 
out of which to redeem all the certificates 
outstanding. 
The principle upon which the land trust 
certificate is based contemplates that a 
trustee under the terms of a trust agree-
ment will hold title, in fee, to certain prop-
erty and issue certificates of beneficial in-
terest in the property so held. The certif-
icates have no face value. They represent 
undivided fractional interests in whatever 
value may attach to the property. The 
number of shares is regulated so that each 
share, based on the appraised or agreed 
value of the property, will be equivalent to 
some round amount, such as $1,000. Pro-
vision is made so that interest in a fixed 
amount per share per annum will be pay-
able. The amount of annual interest per 
share designated is also fixed so that it will 
constitute a definite rate per $1,000 or 
whatever round amount may be fixed for 
each share. 
From an investment point of view, 
these certificates are like any securities 
which have a face value and bear a stated 
rate of interest. They are sometimes sold 
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at what is equivalent to a discount and 
sometimes redeemed at what, for practical 
purposes, is a premium. They are available 
for investment by Ohio savings banks and 
trusts, and in Ohio are not subject to per-
sonal property taxes, although the income 
from the certificates is not exempt from 
federal taxation. 
The accounting for land trust certifi-
cates, in so far as it relates to the accounts 
of the trustee, is simplicity itself compared 
with that which is necessary to reflect all 
aspects of the situation on the books of 
one of the parties to the trust agreement 
under certain circumstances. Such cir-
cumstances are those in which a corpora-
tion owning certain property transfers it, 
for a consideration, to a trustee, passes 
title to the trustee, subsequently leasing 
the property from the trustee with privilege 
of repurchase, and under the terms of a 
declaration of trust agrees to pay annually 
(specified in the lease as rental), in addition 
to the amount required for interest on 
certificates outstanding and expenses of 
the trustee, certain sums which the trustee 
is obligated to devote to the redemption 
of outstanding certificates. 
The accounting of the trustee presents 
no difficulties. His transactions, like those 
of any other trustee, are on a cash basis. 
He receives certain amounts which in turn 
he disburses in accordance with the pre-
scriptions of the trust agreement. His 
receipts represent rent collected from the 
lessee and contributions for expenses under 
the terms of the trust agreement. His 
disbursements cover interest on the certif-
icates outstanding, redemption of certifi-
cates called or purchased, and payments to 
himself for certain authorized expenses. 
The certificates redeemed, while not can-
celled, cease to bear interest and are held 
pending entire redemption of the issue. 
The position of the corporation formerly 
owning the property and a party to the 
declaration of trust is a somewhat peculiar 
one. The corporation has no physical 
property. It has no obligation with re-
spect to the principal of the land trust cer-
tificates outstanding. Under the terms of 
the lease it has the right of occupancy and 
the option of repurchase, but is obligated 
to provide funds for the payment of in-
terest on the certificates and for the re-
demption thereof. The value formerly 
represented by physical property has been 
translated into a leasehold with privilege 
of repurchase. Notwithstanding the fact 
that the corporation has no capital obliga-
tion for the issue of certificates, there are 
certain detriments attaching to the issue 
and redemption thereof which it must 
suffer. The first is that with respect to 
discount. The second is that of premium. 
The certificates are an obligation of the 
trustee. They have no par value. How, 
then, is it possible for the corporation to 
have problems of discount and premium? 
Explanation is found in certain facts which 
may not be ignored. 
In a certain case selected for considera-
tion, the transaction through which the 
property was sold to the trustee sheds some 
of the light necessary to a satisfactory 
explanation. Funds with which to pur-
chase the property were raised by the sale 
of certificates. The bankers who sold the 
certificates for the trustee received as com-
pensation for their services an amount 
which was deducted from the proceeds of 
sales before the remainder was passed on 
to the trustee. The amount in the hands 
of the trustee was then paid to the corpora-
tion in settlement of the purchase trans-
action. 
The declaration of trust provides for the 
redemption of certificates at fixed amounts 
which are based on a sliding scale corres-
ponding to the length of time the certifi-
cates have been outstanding. These 
amounts are all in excess of the amounts 
for which the certificates were sold. The 
certificates are to be redeemed out of funds 
to be provided by the corporation, and the 
corporation consequently will suffer a loss 
equal to the difference between the amount 
required to redeem the certificates and the 
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amount received in settlement when the 
property was sold to the trustee. 
For example, assuming in a given case 
that the number of certificates issued 
against property appraised at a certain 
value is sufficient so that each certificate 
represents a fractional interest in the prop-
erty equivalent to $1,000, and further, that 
the amount actually received by the cor-
poration was $950, whereas the certificate 
is to be redeemed at $1,100, it then is appar-
ent that the difference between the amount 
received by the corporation and the amount 
which the corporation will be obliged to 
provide, in order to redeem the certificate, 
is $150. Notwithstanding the fact that 
the certificate has no designated par or 
face value, it is obvious that for practical 
accounting purposes the certificate must be 
considered as having a face value of $1,000. 
Thus, the discount to be recognized will 
be $50, whereas the premium will be $100. 
The distinction between discount and 
premium is necessary because of different 
treatment which must be accorded in the 
accounts to the two different elements. 
The discount automatically becomes in-
volved in the cost of leasehold which must 
be amortized, while the premium is a 
matter of expense which must be recog-
nized currently. The recognition of dis-
count on certificates which are not an 
obligation of the corporation would of 
course at first appear to be illogical. The 
element of discount, however, is present, 
even though buried, as it were, in the 
leasehold account, and will ultimately 
demand attention if not taken care of 
currently. 
To draw strict corporate lines limiting 
the position of the corporation to its own 
assets and obligations would of course be 
possible. Such action, however, would be 
based on theory rather than practical 
common sense. It is inconceivable that 
any corporation officials would counte-
nance a policy of ignoring the probabilities 
of the future and be willing to have the 
accounting based on the theoretical situa-
tion. If such were to be the case, upon 
complete retirement of the certificates 
the corporation would be confronted with 
the sudden acquisition of property, coming 
out of the air, as it were, and at the same 
time be obliged to recognize the full 
amount of discount and premium on the 
certificates redeemed. The fact may not 
be overlooked that when the property 
will have reverted to the corporation by 
reason of the redemption of all the certifi-
cates, the buildings will have depreciated. 
The corporation thus will receive back 
property at a value much lower than that 
at which it was sold. It is therefore im-
portant for the corporation to recognize 
and face the fact of depreciation and to 
make provision therefor from year to year 
while the lease is in force, even though 
the corporation does not own the property. 
The indefinite term of the lease serves to 
complicate matters like discount and de-
preciation, which have to be provided for 
annually. In the case under discussion, 
the lease is for ninety-nine years, forever 
renewable, but with the option to repur-
chase at any time on sixty days' notice. 
In attempting to settle the question of 
time as a basis for determining the annual 
rates for discount and depreciation, some-
thing more than the lease must be con-
sidered. The annual amount specified as 
rental will produce to the trustee, in excess 
of amounts required for yearly interest of 
$60 on each certificate outstanding, 
sufficient funds to redeem all outstanding 
certificates within twenty-five years. 
Therefore it becomes necessary to amor-
tize the discount at least over the twenty-
five year period. 
As to depreciation, the rate is debatable. 
The life of the buildings may have nothing 
to do with the term of the lease or the 
period of time in which the certificates 
are to be redeemed. 
There may be a further question affect-
ing the situation, namely, whether the 
issue of land trust certificates has been 
based on the value of the land, or the 
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combined value of land and buildings. 
As the certificates are redeemed the cor-
poration, through having provided the 
funds for such purpose, automatically 
acquires an equity in the property repre-
sented by certificates redeemed but un-
cancelled. If the issue has been based on 
both land and buildings, the equity is 
represented by an interest in the land and 
in the sound value of the buildings. The 
buildings may have an estimated life of 
twenty-five, fifty, seventy-five, or one 
hundred years, and accordingly the an-
nual rate of depreciation would vary, as 
would the sound value, from time to time. 
With respect to depreciation there are 
two alternatives. One is to base the rate 
on the redemption term, thereby com-
pletely depreciating the buildings over that 
term; the other method is to base the rate 
on the estimated life. 
Take, for example, a case in which the 
issue of certificates corresponds in amount 
only to the appraised value of the land. 
Upon receipt by the corporation of the 
proceeds resulting from the sale of the 
certificates, and the execution of the 
declaration of trust and lease, the pro-
ceeds would be credited to the corporation's 
account "Land, buildings, and equipment." 
The amount remaining in that account 
would then be transferred to an account 
designated "Leasehold and option to re-
purchase, etc." The leasehold account 
would represent as to amounts the sound 
value of the buildings and the discount on 
sales of certificates. In the accounting 
of the corporation the reduction of the 
leasehold account would be described as 
amortization of leasehold. The amounts 
involved annually would be those necessary 
to amortize the discount and depreciate 
the buildings. 
If the amortization of discount and 
depreciation were to be based on the re-
demption period, at the expiration thereof 
both the discount and sound value of 
buildings theoretically would be reduced 
to nothing. In the meantime the cor-
poration would have been accumulating, 
following reports from the trustee as to 
certificates redeemed, an asset designated 
"Equity in property represented by land 
trust certificates, etc." At the expiration 
of twenty-five years this account would 
have accumulated an amount representing 
the issue of certificates. 
As a matter of fact, the amount on 
which the issue of land trust certificates 
is based usually does not include the value 
of the buildings. The appraised value of 
the land first disappears from the accounts 
of the seller at the time of sale and re-
appears when all certificates have been 
redeemed. The sound value of the build-
ings, having passed into a leasehold ac-
count, is gradually reduced through de-
preciation and does not reappear in the 
account "Equity in property, etc." auto-
matically, as does the land value through 
redemption of the certificates. 
At the expiration of the twenty-five 
year period, revaluation obviously is in 
order. It may affect land as well as 
buildings, and it seems entirely consistent, 
under any circumstances, that at the 
expiration of the redemption term the 
land and buildings should be reappraised 
and, if necessary, an appropriate capital 
surplus account credited. Where depreci-
ation is based on the estimated life of the 
buildings, if such life is longer than the 
redemption term, the rate will accordingly 
be lower and there will remain in the lease-
hold account at the end of the redemption 
period the undepreciated remainder, or 
sound value, of the buildings. 
This tends to equalize the charges rep-
resenting provision for depreciation over 
the redemption term and avoids the sudden 
appearance of a capital surplus account 
representing restoration of building values 
upon reacquisition of the property coin-
cident with the redemption of the certifi-
cates. 
The accounting for land trust certificates 
presents numerous complications, some of 
which have not been mentioned in this 
94 H A S K I N S & S E L L S December 
discussion. Some of the aspects treated 
have angles which will bear further dis-
cussion, if not debate. Enough of the 
problem doubtless has been disclosed to 
stimulate interest and offer opportunity 
for mental exercise sufficient to satisfy 
the most exacting student. It may be 
admitted, without any sacrifice of pride, 
that here is something not far from the 
problem of problems. 
Chances in China 
B Y H . S. D E V A U L T 
(Recently returned from Shanghai) 
TH E newspapers are now devoting con-siderable space to the most recent 
military disturbance in China and while 
as yet the conflict is of no more magnitude 
than many others that have taken place 
during the past ten years it is of consider-
able importance to American business 
interests. Shanghai is unquestionably the 
most important port of China, and it is 
through this port that the great bulk of 
trade between China and the United 
States passes. A disturbance in this sec-
tion interrupts traffic between Shanghai 
and the interior points, with results that 
may readily be imagined. The operations 
of bandits and pirates along the various 
transportation routes during the past few 
years have already had a very marked 
effect upon business and the Chinese 
government under the present system is 
practically powerless to cope with the 
situation. 
China presents a tremendous field for 
development. Her vast stores of natural 
resources are almost untouched and all 
enterprises of a commercial and industrial 
nature offer excellent opportunity for in-
vestment. The development of these 
opportunities to the fullest extent is first 
dependent upon the establishment by the 
Chinese people of a government capable 
of safeguarding the interests of all con-
cerned. A little more than ten years ago 
the form of government in China under-
went a radical change, and it is only fair 
to suppose that, given a reasonable length 
of time, the almost intolerable conditions 
of today will have disappeared. 
At present there seem to be two impor-
tant factors which may be said to be 
largely responsible for retarding the prog-
ress and development of the country. 
First, practically no effort is being made 
by the government toward providing edu-
cation for the masses. There are said to 
be sixty-five million children of school 
age without any school facilities. Second, 
the entire country is under the control of 
military leaders. 
The maintenance of the military forces 
is the first consideration, and all other 
government functions are considered as 
of minor importance. The central gov-
ernment at Peking, which is headed by 
President Tsao Kun, has only a partial 
control over China as a whole. Dr. Sun 
Yat Sen, with headquarters at Canton, 
also terms himself president and controls 
the South of China, while Chang Tso-lin, 
the War Lord of Manchuria, rules the 
Northeast with an iron hand. The several 
provinces are governed by tuchuns, or 
military governors, who are directed by 
one or the other of these leaders. The 
present conflict is between the governors 
of Kiangsu and Chekiang provinces over 
the control of the district in and around 
Shanghai, but indications are that dis-
turbances may occur in other parts of 
China. 
Except for the temporary interruption, 
these conditions should not be allowed to 
interfere with business, as the great masses 
of Chinese people are not in sympathy 
with these military operations, and are 
anxious for the time to come when they, 
as a nation, will occupy a prominent 
position in the commercial world. 
Bulletin HASKINS & SELLS 95 
American capital has an equal oppor-
tunity with that of any other nation in the 
development of business in China. The 
Chinese business man has no preference 
as far as his business relations with other 
nationals are concerned. He is ready to 
consider any business proposition; and if 
it is a matter of competition he will invest 
his capital wherever he can get the most 
for it. Therefore, it should be borne in 
mind by the American business man that, 
whatever his proposition, it should be 
equal to, if not more attractive, than that 
offered by his competitors. It is needless 
to say that the Chinaman is entitled to 
and expects the same degree of business 
courtesy and honesty that any one else 
receives. Some "sharp practices" in the 
past have had a very serious effect upon 
the progress of American business in 
China, and orders have been lost because 
the salesman failed to realize that he was 
dealing with a business equal and not 
a Chinese coolie. 
A recent review of business in China 
revealed the fact that twenty-three million 
dollars of American capital have been lost 
or abandoned in business operations during 
the past ten years. A large portion of this 
undoubtedly represents capital invested 
during the great war, which, by reason of 
the chaotic conditions following the armis-
tice, the fluctuation of exchange and the 
inexperience of the representatives in 
China, failed to earn profits. Losses from 
operations were incurred, the organiza-
tions were withdrawn, and in addition, 
capital invested which could not be readily 
recovered was abandoned. These facts 
should serve as a warning to prospective 
investors and careful study should be 
made of the causes which were responsible 
for the losses before entering the field. 
There are some other matters to which 
consideration should be given if American 
business is to continue and prosper in 
China. In so far as it is possible, every-
thing should be done to put American 
business on an equal basis with that of 
any other nation. At present there is a 
handicap imposed by the United States 
income tax laws. No taxes are paid to 
the home government by business inter-
ests or individuals of any nationality, other 
than American, operating in China. It 
was expected that this condition would be 
remedied under the provisions of the 
China Trade Act; but the indifference dis-
played by Congress toward any legislation 
touching on foreign trade indicates that 
nothing will be done along this line in the 
near future. 
American banking facilities are inade-
quate and those in existence are not 
operated along the broad lines adopted by 
the banks of other nations. The tendency 
of the American merchant to insist upon 
our methods of business in dealing with 
the Chinaman will have to be overcome. 
The rules and customs governing business 
have been established in China for cen-
turies and the American merchant should 
not expect to have them altered for his 
exclusive benefit. 
Forgetting the present unsettled affairs 
in China and other conditions that may 
appear as unfavorable, there is no better 
field in the world for those interests which 
seek foreign business than that offered by 
China and her neighbor to the north, 
Siberia, as soon as that country is opened 
to trade. 
Book Review 
Kohler, Eric L . , and Pettengill, Paul W., 
Principles of Auditing. (Chicago, A. W. 
Shaw Company, 1924. 227 p.) 
The authors of this book—men of wide 
experience in the profession as teachers and 
practitioners—have endeavored to present 
to the novice "the actual working pro-
cedure" in auditing. The work consists of 
about 175 pages of text, followed by some 
two hundred questions and problems on 
auditing, and a reproduction of a complete 
set of audit working papers. 
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The major portion of the text matter is 
concerned with a description of the pro-
cedure involved in the verification of assets 
and liabilities, and a very meagre treatment 
of profit and loss accounts. Prominence 
is given throughout the discussion to the 
preparation of working papers. There is 
good description of various matters of 
routine in a professional auditor's office, 
such as taking an engagement, preparing 
a report, etc. 
The book contains little exposition of 
accounting principles, which is perhaps an 
excusable omission in a treatise on auditing. 
There are, however, certain cases where 
audit procedure covers a review of the 
accounting methods in use as well as the 
results recorded; and because of such 
cases it seems desirable that a work on 
auditing should contain a satisfactory dis-
cussion of the accounting involved. An 
amplification of the present text in this 
respect would add to its usefulness. 
The questions following the text matter 
are arranged by chapters, and cover a 
variety of subjects. Some are taken from 
C. P. A. examinations, and others based 
upon hypothetical cases. The working 
papers appended are adapted from an ac-
tual engagement. Although they are 
models of clarity, they seem at times too 
all-inclusive. A lengthy problem with 
solution is designed to accompany the book. 
Like other recent works on the subject, 
this book is different in type from any of 
its predecessors. Where others have em-
phasized procedure through discussion, the 
present volume attains emphasis through 
illustration. In this respect it is more com-
prehensive, especially as to working papers, 
than any other book not devoted exclu-
sively to that subject. Thus it will fill a 
long-felt want in the educational field for a 
general text on auditing that deals ade-
quately with the record phase of auditing 
procedure. 
Announcement has been made of the 
opening as of November 1, 1924, of an 
office in Berlin in the Reichskredit Gesell-
schaft Building at 53 Franzoesische Strasse, 
with Mr. Edward A. Kracke temporarily 
as resident partner and Mr. Arthur M . 
Lovibond as manager. 
Mr. H . B. Davies, formerly assistant 
manager of the Los Angeles office, has been 
appointed manager of the San Diego office, 
effective December 1, 1924. 
Mr. J . R. Wildman has been appointed 
Chairman of the Committee on Education 
of the American Institute of Accountants, 
to serve for the current fiscal year. 
Mr. F. J . Duncombe and Mr. R. A. 
Gallagher, of the Chicago office, have been 
admitted to the American Institute of 
Accountants, and both have also become 
members of the Illinois Society of C. 
P. A.'s. 
Mr. C. M . Martin, of the Chicago office, 
has been successful in passing the C. P. A . 
examinations of the State of Illinois. 
We regret to announce the sudden death 
of Mr. O. A. Gifford, which occurred on 
November 9. Mr. Gifford was attached to 
New York Broad Street, Newark, and 
New York Thirty-ninth Street practice 
offices at various times during the last 
few years. 
Colonel Arthur H . Carter and Mr. John 
F. Forbes have been appointed as members, 
respectively, of the Committtee on Public 
Affairs and the Special Committee on 
Co-operation with Bankers, of the Amer-
ican Institute of Accountants. 
We were very sorry to be advised of the 
death of Mr. H . B. Cavanaugh, who was 
attached to our Cleveland office for nearly 
six years. Mr. Cavanaugh passed away 
on November 6, after an illness of six 
months. 
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